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Now, two time-honored names in banking, Crocker First 





National Bank and Anglo California National Bank, are one... 
Crocker-Anglo National Bank. ; 


” eae 


This consolidation has created a bank with total assets of nearly 
$1,500,000,000 and capital funds of more than $95,000,000—with 
51 offices in 32 Northern and Central California communities. 

To all our banking friends we now offer expanded facilities and com- 


bined experience. If you are interested in Northern and Central Cal- 


ge 


ifornia, call on us. You'll like the way Crocker-Anglo does business. 
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Attorneys: 


IF TAX BOOKKEEPING INTERFERES 
WITH YOUR LEGAL PRACTICE... 
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Vous would receive a “Tax Analysis” from us 
every year if you had an Investment Service Account 
in our Personal Trust Department. 


What would it do for you, a busy attorney? It would provide you at tax time 
with a clear summary of income on securities held in your Account, saving 
possibly hours in the preparation of your income tax return. (Of course, if any 
of your clients had an Investment Service Account it would be equally valuable 
to them and certainly most helpful to you in preparing their returns. ) 


A Guaranty “Tax Analysis” itemizes Dividends, both domestic and 
foreign, and Interest on all the varied classes of bonds and obligations. A full report 
on capital transactions is attached if applicable. (“‘Costs” of the securities are 
adjusted by us for stock dividends, warrants, and other capital changes. ) 


This is one helpful feature of our Investment Service. If you have 
securities, and would like further information about how an Investment Service 
Account might allow you to devote more time to your practice, write or phone our 
Personal Trust Department and we’ll be glad to send you a descriptive booklet. 


Here at Guaranty Trust Company we like to deal with lawyers. 
We'd be happy to be of service to you too. 


CGUARANTY TRUST COMPANY 
OF NEw YORK 


Capital Funds in Excess of $400,000,000 


140 Broadway, New York 15 40 Rockefeller Plaza, N. Y. 20 
Fifth Avenue at 44th St., N. Y. 36 Madison Avenue at 60th St., N. Y. 21 
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Justice of the Supreme Judicial Court of Massachusetts, 



















Early in the last century, Hon. Samuel Putnam, 


set forth the Prudent Man Rule in these words: 
“All that can be required of a trustee to invest, is, 
that he shall conduct himself faithfully and exercise 
a sound discretion. He is to observe how men of 
prudence, discretion and intelligence manage their 
own affairs, not in regard to speculation, but in 
regard to the permanent disposition of their funds, 
considering the probable income, as well as the 
probable safety of the capital to be invested.” 
Portrait of Justice Putnam reproduced through courtesy of 
George Putnam, Boston 





What Are the “Prudent Men” Doing Now? 


Today in New England ‘“‘prudent men”’ continue 
to follow and foster the rules of sound invest- 
ment laid down over 100 years ago. 

They are directing New England’s insurance 
companies, providing protection and security 
for so many Americans. 

They are guiding the “Boston” investment 
trusts that offer, even to those of moderate 
means, an opportunity to invest in our expand- 
ing economy. 

They are managing investment banking and 
brokerage houses, helping to create widespread 
ownership and vital capital for business. 


They are the individual and corporate trustees 
of funds set up for people in all walks of life, 
for charities of every kind, and, in recent years, 
for pensions and other employee benefits. 

They are the bankers who are helping to 
make New England more productive and profit- 
able for its present and prospective business 
enterprises, and thus, in turn, for every 
New Englander. 

Whatever your banking or trust needs, we feel 
sure you will find the “prudent men” of Second 
Bank-State Street well qualified to serve you. 


SECOND BANK - STATE STREET 





Trust Company 


111 FRANKLIN STREET 
BOSTON, MASSACHUSETTS 


Member Federal Deposit Insurance Corporation 
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THE FOUNDATION 
FOR THE 
PRUDENT 
MANAGEMENT 
OF TRUST FUNDS 
INVESTED IN 
CORPORATE 
SECURITIES 


One of the Advantages of Membership in 
the Studley, Shupert Trust Investment Council 


This list of approximately 200 bonds 
and preferred and common stocks is a 
safe, sound source of prudent invest- 
ments. It includes data on call prices, 
market prices, yields, legality, and grad- 
ing. Re-appraised every 4 months—and 
supplemented by periodic relative-value 
selections—it provides a current Work- 
ing List of appropriate securittes to 
serve various investment objectives. 

This is only one of the continuous 
practical aids furnished Studley, Shu- 
pert Trust Investment Council mem- 
bers. Established in 1948, the Council 
augments your Trust Department with 
“outside” personnel trained in all phases 
of investment management, and steeped 
in the Prudent Man Rule. . . enables 
you to handle an expanding trust busi- 
ness efficiently and profitably. 

A brochure giving complete informa- 
tion about the Council, and a full 
description of the entire list of services 
provided members of this organization 
of progressive community banks, will 
be sent you upon request. Write now. 


STUDLEY, SHUPERT 
TRUST INVESTMENT 
COUNCIL 


900 PROVIDENT TRUST BLDG. 
PHILADELPHIA 3, PA. 
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SINCLAIR-MURRAY CAPITAL CHANGES REPORTS* 


When capital changes affect income from an invest- 
ment portfolio—how can the Tax Man get the facts and 
information needed for correctly computing gain and 
loss for federal income tax purposes? 


For almost three decades top tax specialists have 
turned to the authoritative pages of SINCLAIR-MURRAY 
CAPITAL CHANGES REPORTS for this kind of data. In 
its three encyclopedic loose leaf Volumes the complete 
capital changes histories of over 12,000 corporations 
are set forth and kept continually up to date through 
fast, regular loose leaf ‘‘Reports."’ 


Included in its comprehensive coverage of this field 
are full details on the federal tax aspects of stock 
rights, stock dividends, liquidating distributions, ex- 
changes in reorganizations, dividends on preferred 


* Sinclair, Murray & Co., Inc., is a wholly owned 
subsidiary of Commerce Clearing House, Inc. 


stock redemptions, nontaxable and capital-gains cash 
dividends, interest on bonds ‘‘traded flat,’ amortizable 
premium on convertible bonds, and the like. 


Then, too, there is everything needed in handling the 
federai tax problems peculiar to taking deductions on 
worthless securities, war casualty losses and recoveries, 
and the dividends received credit for corporate holders 
of certain public utilities stocks. 

Not a statistical service, not a financial advisory serv- 
ice—these fill their own place in reporting financial 
events. SINCLAIR-MURRAY CAPITAL CHANGES RE- 
PORTS is concerned not with reporting financial events 
as such, but is exclusively concerned with reporting in- 
stead how certain financial events affect the tax picture 
of the security holder. 


COMMERCE. CLEARING, HOUSE, .INC.. 


PUBLISHERS of TOPICAL LAW REPORTS 
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A RECORD REGISTRATION OF 2076 marked the 
37th Mid-Winter Trust Conference of the 
American Bankers Association in New York 
last month. The proceedings, keyed in 
large measure to extension of personal and 
corporate trust services, are published in 
this issue. 


PRACTICAL SOLUTIONS TO PERSONNEL SHORT- 
AGE are being found. Attracting high 
school and college students to banking as 
a career, vocational education in school 
and in=bank, and development of additional 
or successor officer material constitute a 
basic and serious problem that demands 
top-level attention immediately. This is 
pointed up by the forecast by Richard 
Chapman of Boston, president of the Trust 
Division, A.B.A., at the recent Mid-Winter 
Trust Conference, that the volume of trust 
assets will increase to perhaps $200-$300 
billion during our lifetime. . . . THREE 
ANSWERS DEVELOPED BY BANKS merit special 
consideration. The Peoples Trust Company 
of Hackensack (N. J.) has established 
Scholarships at a near-by college for 
banking students who alternate periods 
of on-the-job training in the bank, with 
regular compensation rate for trainees 
- » « Citizens & Southern National Bank in 
Augusta (Ga.) employ certain school teach- 
ers for peak=-load periods, during vaca- 
tions and for after-hour work; have regu- 
lar bank-tour programs for high school 
Students, which results in job applica- 
tions . . . Durham (N. C.) Bank & Trust 
Co. uses certain commercial department em- 
ployees for after-closing hour accounting 
and other "“accumulable" jobs in the trust 
department, to pecuniary advantage of such 
employees and providing a trained pool for 
peak=-load seasons . . . Several banks — 
8S in Florida — find retired trust execu- 
tives often able to apply valuable experi- 
ence, estate planning talent, new business 
follow-up, as well as to train young men 
and women for trust responsibilities ... 
Trusts and Estates provides a column each 
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month for listing of executive services 
offered and desired, as at p. 285. 


198 COMMON TRUST FUNDS held aggregate 
assets of $1,793,772,753 as of their 1955 
annual report dates. Of this amount 146 
discretionary type and common stock funds 
held $1,474,014,937 and 52 restricted type 
funds held $319,757,816. For portfolio 
breakdowns see page 186. 


TRUSTEE INVESTMENT SELECTION RATES WELL, 
based upon the list of 12 "not overvalued" 
stocks compiled by the Investment Panel at 
the Mid-Winter Trust Conference last year. 
The breakdown was: 9 industrials, one in- 
surance company, one bank and one electric 
utility, the last three showing negligible 
variation one year later. The industrials, 
however, showed gains ranging from 7 to 5l 
points one year after selection, with an 
average increase of about 12%, although 
the D-J average remained nearly constant. 
The signifance of diversification, even to 
professional investors, in an economy of 
many and ever-changing moods is here 
pointed up. Stocks selling in 1955 at 
higher levels showed the largest percent- 
age gains, indicating that high price 
does not necessarily mean over-pricing. 
"Defensive" equities showed the greatest 
"defense" against price rise, likewise. 


BANK MANAGEMENT RECOGNIZES KEY ROLE of 
trust department as a major contributor to 
the bank in new business, retention of 
commercial accounts, valued service to 
customers and community — even to earn- 
ings. This is becoming more widespread, 
judged by comments in bank annual reports 
for 1955. Complaints about inadequate fees 
or net earnings still appear from some 
localities, but emphasis this year has 
been on increased volume and contribution 
to bank earnings, service to many new and 
old customers through pension-profit shar- 
ing trusts, investment agencies and estate 
planning, "Living" services getting more 
attention but wills on file show big in- 
creases, laregly as result of better plan- 
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“Smile, Algernon, they’re all watching us.” 


ning cooperation with attorneys, life un- 
derwriters, accountants . . . SOME BANKS 
STILL MISSING GOOD BET in attracting in- 
terest of stockholders (most logical 
source of trust business) in giving no re- 
port on fiduciary activities. Of more than 
350 reports reviewed this year, only about 
one out of four gives no factual data 
thereon, of which roughly half entirely 
neglect mention of trust department, some 
offenders in the biggest cities. But im- 
proving: ten years ago few banks issued 
more than a statement of condition, those 
that did generally gave but cursory treat- 
ment to fiduciary side. Reports becoming 
more spirited, attractive, readable, and 
review of current crop indicates variety 
of interesting comments and statistics 

on trust operations and uses. 


SALES INCREASE GREAT; NET UP MODERATELY. 
That is a general story in annual reports 
of industrial corporations. Have to keep 
running hard to make earning progress. 
General Electric, for example, posted 5% 
Sales rise to new record; 1% rise in net. 
"Substantial" wage increases were called 
for in '56 by the AFL-CIO executive coun- 
cil last month, and authoritative com- 
mentators Say union demands will be all 
the way from Large to Shocking, viewing 
aggregate, rather than percentage rise in 
corporate profits. Managerial efficiency, 
automation will be more in demand by in- 
vestors as well as consumers, as good use 
of man and machine power spells competitive 
advantage. 


ONE-THIRD OF ALL NEW CORPORATE ISSUES in 
the third quarter of 1955 — totalling $1.2 
billion in bonds, $500 million in stocks — 
were bought by institutional investors: 
pension trusts, insurance companies, etc., 
according to S.E.C. report. 
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A STOCK RECLASSIFICATION PLAN has been 
voted by Citizens Utilities Co. stock- 
holders, permitting exchange of present 
common stock into either Class A (stock 
dividend, or Class B (cash dividend) in 
any proportion until April 14th. According 
to Treasurer J. E. Griffen, stockholders 
thus far favor Class A as against Class B, 
the first being convertible at any time, 
except for dividend record dates, into "B" 
but not conversely. The advantages of "A" 
lie in capital gains tax treatment of 
Stock dividends which also benefits the 
company in generating retained capital for 
expansion. Thus far there appears to be no 
appreciable spread in the over-counter 
market prices of the two classes but logic 
would seem to favor the "A" over a period. 
Treasurer Griffen advises that the experi- 
ment has evoked marked interest, not only 
from other utilities, but from corporations 
in a broad field which are viewing this 
departure from normal practice with an eye 
to possible adoption of such features as 
fit in with their special circumstances. 


RECORD UNITED STATES CORPORATION DIVI- 
DENDS of $10.4 billion are reported by De- 
partment of Commerce, 12% above the previ- 
ous $9.2 billion 1954 record, with the 
tide steadily rising throughout the year 
to a December crest. Most observers be- 
lieve that current levels will be well 
maintained in 1956, barring unforeseen re- 
verses. 


NEW YORK HAS JUST AS WE GO TO PRESS 
raised the statutory fees of executors, 
more about which next month. It has also 
joined the list of nine states which per- 
mit gifts of securities to minors and 
registration thereof in the name of a cus- 
todian. 





NEW PENSION COLUMNIST 


Beginning next month, Hilary L. Seal will conduct the 
Pension and Profit-Sharing Digest in this magazine. A 
partner in the firm of Morss, Seal & Bret. New York, Dr. 
Seal holds a Ph.D. in mathematical statistics from Univers- 
ity College, London. He is a member of the faculty of Yale 
Graduate School and of 15 actuarial and statistical profes. 
sional associations here and abroad. He has served as an 
actuary in Brazil and in Canada and as head of the British 
Admiralty’s statistical branch. One of the leading actuaries 
in the United States, Dr. Seal has often contributed to 
American and foreign scientific publications and has written 
a number of less technical articles on pensions. He has fre- 
quently delivered speeches to professional groups through- 
out the country. 


Dr. Seal succeeds Samuel N. Ain who asked to be re- 
lieved as columnist due to the pressure of business. 
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“The Little Princes” 


Mid-Winter Trust Conference Focuses on ‘‘Middle-Mass”’ 


Market for Trust Services 


_. THE LITTLE PRINCES AS WELL 
as the kings of wealth are prospects 
for trust services is the conclusion to 
be drawn from proceedings of the 
American Bankers Association’s Mid- 
Winter Trust Conference held in New 
York February 6-8 wth a record regis- 
tration of 2,076. Keynoted by Trust 
Division President Richard P. M. Chap- 
man’s address on “Bringing the For- 
ward Look to the Trust Business” (p. 
209), the theme of many of the ad- 
dresses and panel discussions was that 
the “middle-mass” market can be profit- 
ably developed by trust departments— 
as it has been in commercial banking 
services — through such means as the 
common trust fund for personal trust 
accounts and pooled cr group plans for 
pension and _ profit-sharing business. 
The survey reported by James M. Tren- 
ary at the closing session (p. 220) 
furnished a factual springboard for 
further progress in democratizing trust 
service. Basic to the future salutary 
growth of the trust business, of course, 
is adherence to “The Philosophy of a 
Trustman” as eloquently spelled out by 
former President Louis S. Headley 


(p. 217). 


Study of Factors Affecting 
Investments 


Even if convinced that “the bloom is 
off the rose” and that the end of 1956 
may see a lower level of business and 
a decline in the D.-J. industrial average, 
the trustee is going to be able to do 
very little to lighten stock positions be- 
cause of the incidence of the capital 
gains tax, Sherwin C. Badger, financial 
vice president of the New England Mu- 
tual Life Insurance Co. of Boston, told 
the Monday morning audience (p. 272). 
With the growing importance of insti- 
tutional buying of best-grade stocks 
which may in time be augmented by 
increased demand due to the sale of 
variable annuity contracts, the speaker 
remarked that institutions “should think 
twice before reducing holdings merely 
to take advantage of possible adverse 
but temporary developments in stock 
prices. Maybe the good stocks which 
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we own are nearer to museum pieces 
than we realize.” Mr. Badger made a 
strong argument for a thorough study 
of the effects of the capital gains tax 
upon the investment markets, to be 
financed jointly by trust companies and 
other large investors. 


At the Pension and Profit-Sharing 
Trust session, one of three concurrent 
meetings on Monday afternoon, Arthur 
L. Coburn, Jr., vice president, Old 
Colony Trust Co. of Boston, outlined 
their long-term investment philosophy 
which has resulted in a recent market 
valuation of over $375 million for the 
ten largest common stockholdings as 
compared with acquisition cost of $118 
million. A well-hedged position main- 
tains flexibility which permits action 
according to market dictates. Mr. Co- 
burn reported (p. 227) that his institu- 
tion has generally shunned new stock 
commitments for personal accounts for 
some months now and since the first 
of the year has slowed “to a walk” such 
buying for employee-benefit trusts ex- 
cept in some cases where the fund is 
due to grow appreciably and market 
value of equities is presently under 35%. 
so that there is room for dollar averag- 
ing. 


The Tuesday afternoon program was 
devoted entirely to investment aspects. 
Charles W. Buek vice president of 
United States Trust Co. of New York 
and president of Bank Fiduciary Fund. 
Inc., reported that this new entity* now 
has total assets of $3,750,000 under 
management as of the end of January 
for account of customers of 35 banks 
throughout the state, thus surpassing 
the original $3 million target for the 
first year. Current valuation of the 
shares is $103.30 and the outlook for 
the full year is for about $3.15 in divi- 
dends. Mr. Buek pointed out the meas- 
ures taken to hold down operating costs 
which, for the initial nine months, have 


*An open-end mutual fund, which.began oper- 
ations April 29, 1955 to serve as a legal common 
trust fund for New York State trust companies 
which do not maintain such a fund of their own. 
(For details, see T&E, Feb. 1955, p. 1438.) 


been 5.2% or well under 2/10 of 1% 
on principal. The Fund’s operating ex- 
perience thus far, he stated, is satisfac- 
tory in every way and he predicted that 
this new technique would expand to 
where such funds would be more com- 
monplace than common trust funds. 


The investment attractions of the oil 
industry were favorably appraised by 
Frederick W. Atherton of Loomis. 
Sayles & Co., Inc. of Boston, who found 
in this group of companies a wide range 
of trustee-calibre media. Solid asset 
values, stability of volume in recession 
periods, inflation - resistant characteris- 
tics, broad geographical diversification 
or concentration, plus skilled manage- 
ment, all add up to an intriguing invest- 
ment bundle. Mr. Atherton made it clear 
(p. 239) that the five leading American 
international oil companies offered at- 
tractive growth potentials where the risk 
factor could be assumed. However, an 
oil portfolio can be tailored to accom- 
modate any investment program through 
judicious choice of risks and Mr. Ather- 
ton strongly urged a rewarding search 


in this field. 
The 


was 


final feature of the afternoon 
the Investment Panel discussion 
which is reported in subsequent pages. 


On Corporate and Pension Trusts 


Donald A. Hazlett. vice president, 
Mellon National Bank and Trust Co., 
Pittsburgh, presided over the Monday 
afternoon panel on corporate trust de- 
partment problems, assisted by Ronald 
M. Kimball, who earlier presented a 
paper outlining suggestions for simpli- 
fying and extending corporate trust 
service (p. 247): T. J. Moroney, vice 
president and trust officer of Republic 
National Bank of Dallas, Sanford L. 
Smith, vice president, City Bank Farm- 
ers Trust Co., New York City, and Wil- 
liam J. Rieber, assistant treasurer, Chase 
Manhattan Bank, New York City, who, 
due to the absence of Joseph E. Wil- 
liams, had read the latter’s address 
pointing out methods of easing stock 
transfer requirements (p. 278). 
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The consensus of the panel members 
was that corporate trustee services 
afford another means of serving cus- 
tomers, building deposit balances, ce- 
menting corporation contacts, and pro- 
ducing a good profit, as well, if opera- 
tions are efficiently conducted and fees 
made realistic. It was agreed that it is 
a highly technical and demanding type 
of business which should not be en- 
tered into without careful study of ex- 
actly what is entailed and the prospects 
for sufficient volume to support the de- 
partment. 


\lthough the greatest potential lies 
in larger financial centers, Mr. Moroney 
pointed out that his bank had devel- 
oped a satisfactory operation in local 
services and that. even if 
transfer or registrar appointments are 


extensive 


lacking, alternative transfer services or 
trustee services under local indentures 
are sometimes needed. Fees, however. 
must be ample and not unduly watered 
down by the eagerness of commercial 
officers to please the client. Co-paying 
agencies for coupons and other pur- 
poses can also be profitable if they are 
not too widely spread. It was noted that 
the size of the issue usually controls 
the matter of fees, but nevertheless they 
should always be in proper proportion 
to the services performed. For business 
development, the bank’s customers offer 
the best prospect list but alertness can 
pay dividends in new contacts, too. 


(nother important warning was 
sounded by Mr. Smith relative to pre- 
study of the terms of all instruments 
under which the department is to act. 
The corporation’s lawyer should not 
dictate the terms without consultation 
with the fiduciary because both institu- 
tions must co-exist under this document. 
perhaps for many vears, and loose con- 
struction or provisions which are im- 
practicable, unduly onerous or unwork. 
able may complicate the trustee’s life. 
Furthermore, prior personal acquain- 
tance of the financial and legal forces 
will assist understanding and ease of 
operation, By cooperation and study of 
operating procedures it is possible to 
avoid costly slips such as the clause 
which required the trustee to publish a 
complete list of all called bonds by 
number, to the tune of three pages of 
space in the Wall Street Journal at an 
approximate outlay of $80,000. 

\t_ the Pension session, David J. 
l.uick’s description of the functions of 
\he independent actuary under employee 
benefit plans (p. 224) was followed by 


Mr. Coburn’s remarks on investing such 
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funds, as noted above. Practical aids in 
facilitating the administration of this 
business were offered by William F. 
Lackman (p. 230). Robert S. Swaim 
traced the recent developments in types 
of plans principally in the areas of in- 
creased benefits and efforts to align 
them with the purchasing power of the 
dollar. He predicted (p. 233) the great- 
est future for retirement trust business 
lies in the field of profit-sharing. The 
speakers then formed a panel to answer 
timely questions (p. 236). 


Smaller Trust Departments 


A detailed procedure for handling 
investments in smaller trust departments 
was outlined (p. 264) by J. Regis 
Walthour at the third of the panel ses- 
sions on Monday afternoon. Mr. Wal- 
thour expressed the conviction that such 
departments (up to $5,000,000 of trust 
assets) can with proper ovganization 








Trust Division President Richard P. Chap- 
man, left, with William G. Cleaver, senior 
vice president of First National Bank and 
Trust Co. of New Haven, who delivered the 


invocation at the opening of the Trust 


Conference. 
and system render a competent and ne- 
cessary service for their communities. 
Following his presentation, Mr. Wal- 
thour joined a panel which answered 
specific problems confronting smaller 
trust institutions (p. 269). 


Fees and New Business 

A survey reported by C. Rodgers 
Burgin (p. 257) at the Tuesday morning 
conclave shows that trust fees have been 
raised modestly in must sections of the 
country. This plus renegotiation of com- 
pensation on existing business, the tech- 
nique of which was described by Henry 
D. M. Sherrerd (p. 260), has helped 
in a measure to offset the continuing 
rise in costs of operation. Although 
many banks remain dissatisfied with 
the net results, there is increasing activ- 
ity in solicitation of business and pub- 
licizing of trust services, as revealed by 
the panel on New Business through 
Advertising (p. 255). with visual aids 
being used more and more to get the 
story across to prospects. 


The decade since the end of World 
War II has seen an economic marvel 
in the addition of some $250 billion to 
this country’s industrial productive ca- 
pacity. This has only been possible 
through confidence in the worth of*our 
free industrial society, said Fred F. 
Florence, president of the . American 
Bankers Association, who also ‘hea 
the Republic National Bank of Dallas, 
but he warned at the same time that 
“we must never allow ourselves to be 
swept away by tides of speculation and 
overzealous actions which have always 
carried the seeds for the ultimate de- 
struction of confidence.” 


Mr. Florence noted the achievements 
of the past year and the equally en- 
couraging outlook for 1956 which will 
see an estimated $33 billion in new 
plant and equipment, more than double 
the total of ten: years ago when uncer- 
tainty was the keynote. “Only a world 
at peace can produce a full measure of 
the material and spiritual values that 
enrich the lives of men. Given the, incen- 
tives for opportunity and investment 
and the confidence that they demand, 
the potentialities of a free people are 
seemingly limitless.” 


On the cautionary side, the speaker 
wisely urged that unwarranted or un- 
sound demands not be made “upon the 
resources of our financial system where 
excesses might produce inflation or re- 


trogression.” He likewise stated that 
“the sweeping change in economic 


psychology over the past decade may 
not have eliminated the 
business cycle but it has placed in a 
new environment monetary and _ fiscal 
policy which are so important to the 
avoidance of drastic cyclical instability.” 
Mr. Florence also hailed the achieve- 
ment of a balanced Federal budget as 
proof that “we have the integrity as a 
nation to exercise good judgment and 
self-discipline in fiscal responsibility.” 
Another ABA president, E. Smythe 
Gambrell of the American Bar Associa- 
tion, issued (p. 252) a call to states- 
manship on the part of trustmen and 
lawyers to serve the interests of ordered 
freedom and to assure the fulfillment of 
the vast opportunities—physical, spirit- 
ual and intellectual—that lie ahead. 


completely 


Estate Planning 


The currently controversial subject of 
variable annuities was dispassionately 
appraised by R. McAllister Lloyd, a 
former trust executive and now head of 
TIAA and CREF (p. 244). He explained 


the theory and practical application of 
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an annuity that will meet living require- 
ments in good and bad times, a phase 
of estate planning with which trustmen 
should be conversant. 


Some less widely known considera- 
tions in planning estates involving busi- 
ness interests were developed by W. 
Gibbs McKenney (p. 212). He laid 
special emphasis on the possibilities and 
pitfalls inherent in redemption of stock. 


Facts for Decisions 


At the traditional closing luncheon 
tendered by New York Clearing House 
Association, C. Canby Balderston, vice 
chairman of the Board of Governors of 
the Federal Reserve System made a plea 
for prudent decision in private and 
public sectors of the economy. Observ- 
ing that the quality of a business situa- 
tion is no better than the quality of 
its executive decisions. Mr. Balderston 
stressed that monetary policy alone can- 
not preserve equilibrium without the aid 
of fiscal policy and business. He like- 
wise pointed out the perils of inflation 
and, in this connection, mentioned the 
increasing stake which labor has today 
in preservaton of dollar values of its 
contractual pension retirement plans as 
an argument against unsound and exor- 
bitant union wage demands. All sectors 
must work together, he said, as “part- 
ners in prudence” in order to achieve 
a “high but sustainable prosperity,” 


Mr. Balderston made reference to the 
value of adequate data to assist the 
Board in arriving at accurate economic 
judgments. Among the “uncharted areas 
of economic behavior that remain for 
exploration,” he mentioned that of per- 
sonal trusts where “knowledge of such 
elementary facts as the total economic 
wealth administered through bank trust 


Common Trust Funds 
Approach $2 Billion 


Portfolios of the 198 common trust 
funds in the United States that were 
in operation long enough to have had 
a 1955 annual report aggregated $1,- 
793,772,753 as of their various annual 
report dates. These common trust funds 
represent a total of more than 70,484 
individual participatirg trust accounts. 


The combined portfolio for all the 
funds showed the following proportions 
for the several types of investments: 


U. S. Obligations _ $332,856,492 18% 
Other Gov't Issues 39,500,500 2 
Corporate Bonds 324,213,152 18 
Preferred Stocks 207,334,556 11 
Common Stocks 872,384,610 49 
Other 27,483,443 2 


$1.793.772,753 100% 





The 146 discretionary and common 
stock funds taken as a group showed 
the following aggregates: 


U. S. Obligations $244,378,466 17% 
Other Gov't Issues 23,619,047 2 
Corporate Bonds 241,275,788 16 
Preferred Stocks 161,232,564 11 


Common Stocks 785,534,367 53 
Other 17.974,705 1 


$1.474,014,937 





100% 


Variations in this group, illustrative 
of the different thinking of individual 
trust investment committees, showed 
the proportion of U. S. Government Ob- 
ligations in any one fund ranging from 
a high of 60% to a low of less than 
one per cent. Corporate Bonds ran 
from 47% to less than one per cent; 
and Common Stocks reached a high of 
99.6% with a low of 18%. 

The 52 restricted type funds, taken 
as a group, showed these proportions 
of investment types: 


U. S. Obligations. $ 78,478,026 
Other Gov’t Issues 15,881,453 : 
Corporate Bonds 82,937,364 26 
Preferred Stocks 46,101,992 14 
Common Stocks 86,850,243 27 
Other 9,508,738 3 


$ 319,757.816 100% 


25% 
5) 





Among the restricted type funds, var- 
iations in U. S. Government Obligations 
ran from 55% down to 3%. While some 
held no corporate bonds, those that 
did varied the proportion from a high 
of 80% to a low of less than 2%. Com- 
mon stock holdings (market 
ranged from 37% to 15%. 


value) 


The bond, stock and mortgage hold- 
ings, and the portfolio of the seven 
Canadian common trust funds, will be 
discussed in more detail in later issues. 





departments is quite scanty.” Reserve 
officials are working with trust repre- 
sentatives toward means of achieving a 
comprehensive picture in due course, he 
said, although they recognize that pro- 
gress may be slowed by lack of uni- 
formity in bookkeeping practices and 
the varied nature of responsibilities and 
limitations imposed by trust instruments. 
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SPEAKERS’ TABLES AT G.S.B. 20th ANNIVERSARY REUNION DINNER 


GSB Alumni Observe 
20th Anniversary of School 


Bank officer graduates from all sec- 
tions of the country met in New York 
on February 3rd, with members of the 
original and the present day faculties, 
to celebrate the 20th Anniversary of 
the Founding of the Graduate School of 
Banking conducted by the American 
Bankers Association in cooperation with 
Rutgers University. On behalf of the 
officers and faculty, Dr Harold Stonier. 
dean of the School. presented a placque 
to Janet Johnson. assistant registrar. 


Afternoon seminars were conducted 
in each of the major courses. At the 
Trusts meeting, Carlysle A. Bethel, vice 
chairman of Wachovia Bank & Trust 
Co., Winston-Salem, spoke on “A Re- 
view of the Tax Situation in Washing- 
ton”; Austin W. Scott. professor of law. 
Harvard University Law School, pre- 
sented “The Development of Trust Law 
Since 1935”; and Gilbert T. Stephenson. 
retired director of trust research at the 
Graduate School, discussed “The De- 
velopment of Trust Business 


1935.” 


Since 
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How are things at 


“ The industrial upturn which started during the fall of 
1954 was sustained throughout 1955, and Allied 
Chemical enjoyed the highest sales and net income in 
its history. Sales and operating revenues in 1955 of 
$628,514,087 were 18% higher than in 1954.” 


ANNUAL REport, 1955 


Allied plants last year turned out more than 3,000 
products—products so basic to almost all manu- 
facturing and processing that you can’t even count 
the end products in which they are employed. What 


ALLIED CHEMICAL? 


you can say is that scarcely a business, a farm or 
family is not served by Allied, directly or indirectly. 
And through research, new products and processes, 
each year Allied Chemical 
to American progress. 


is contributing more 


More than 30,000 employees accounted for the Com- 
pany’s record performance last year. They can see 
growth where it begins—at the level of production 
and service. Here’s what a cross section of our people 
say about developments in 1955 as they saw them. 








WILLIAM GRIFFIN 

Research Chemist, Central Re- 
search Laborato. y, Morri:town, 
N. J. 
“1955 was a busy year at CRL. 
We made great progress on a 
number of new research proj- 
ects. I worked on our new syn- 
thetic phenol process, which I’m 
proud to report has exceeded 
expectations.” 


NORTON ROBINSON 
Sales Manager, Bldg. 
Barrett Division, 
Texas. 


Materials, 
Houston, 


“Building materials business in 
Texasand the Southwest is well in 
stride with this growing market. 
Barrett’s two modern plants in 
this area are providing fine cus- 
tomer service.” 





ANDREW D. BURRIS 


Process Operator, General Chem- 
ical Division, Baton Rouge, La. 


“T understand we hit the highest 
levels of production and sales in 
our history. Here we’ve been 
running at capacity making 
General’s most important new 
products—GENETRON refriger- 
ants and aerosol propellants.’’ 


JAMES W. BUCK 


Pipefitter, Mutual Chemical Di- 
vision, Baltimore, Md. 


“T’ve been with Mutual over 
23 years and this past year was 
one of our busiest with produc- 
tion at full capacity. Demand 
for chromium chemicals has cer- 
tainly gone up, but our produc- 
tion is keeping pace.” 








Bad Me 
JOYCE E. SHAW 


Laboratory Assistant, National 
Aniline Division, Hopewell- 
Chesterfield, Va. 

“Here at Chesterfield we kept 
to a busy pace in ’55, bringing 
along Allied’s most important 
new product, CAPROLAN. My 
job is testing this new nylon 
and, from what I’ve seen, I 
think we have a winner.”’ 











ROBERT A. LEMLER 


Salesman, Nitrogen Division, 
Omaha, Neb. 


*‘Nitrogen made great progress 
in 1955 in convincing farmers 
that fertilizer grows farm profits. 
Our field is very competitive, 
but ARCADIAN is the fastest 
growing brand in the business 
in this territory.” 








GEORGE HARRISON 


Assistant Superintendent, Wil- 
putte Field Construction, Semet- 
Solvay Division, Chicago, III. 


“More new Wilputte coke ovens 

were put into service in the USS. 
in 1955 than in any previous 
year. That speaks well for the 
design, materials and construc- 
tion of Wilputte equipment.” 





HERBERT S. KISHBAUGH 


Salesman, Solvay Process Divi- 
sion, Boston, Mass. 


“Sales in my territory of south- 
ern Massachusetts and Rhode 
Island hit a new peak in 1955. 
Solvay’s new chloromethanes 
have been very well received 
here. No doubt about it, ’55 
was a banner year in Solvay.” 








FINANCIAL HIGHLIGHTS FOR 1955 


¢ Net earnings—$52 million—$5.72 a share 
($5.45 a share after stock dividend) 


e New plants and equipment expenditures—$54 


million 


¢ Research and Development—$16 million 


¢ Cash dividends continuously for 35 years—in 
55: $3.00, plus 5% in stock, to more 


than 29,000 stockholders 
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" Chemicalsfor American Progress” 
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DIVISIONS: Barrett - General Chemical - 


Avie, 
Allied Chemical is too fai The Annual Meeting 
diversified, too active for any iu? of Stockholders will 
quick picture. If you’d like a i. ~~ — 5 ag 9 
more detailed account of wa oo uty» 


progress made last year, you’ll 
find it in our Annual Report— 


yours for the asking. 


National Aniline - Nitrogen 


- Semet-Solvay - Solvay Process - 


Monday, April 23, 
1956 at 1 p.m. All 
stockholders are cor- 
diallyinvitedtoattend. 


ALLIED CHEMICAL & DYE CORPORATION 


61 Broadway, New York 6, N. Y. 


Mutual Chemical - 


International 
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PETROLEUM ISSUES IN 
Topay’s MARKET 


The vastness of the domestic petro- 
leum and natural gas industry is reflected 
by capital expenditures approaching the 
$5 billion annual mark. Domestic crude 
oil production averaged 6.8 million bar- 
rels daily last year, a 25% increase over 
1950 and refinery runs averaged 7.5 
million barrels daily, an increase of 
30% over 1950. Conservative estimates 
project domestic demand in 1965 at a 
further 30% above current levels. 


While growth has been relatively 
steady, the role of the United States in 
the world petroleum economy has shift- 
ed; between 1935 and 1955 domestic 
consumption has more than _ tripled 
while domestic production has risen 
only 148%. As a result this country has 
been forced to depend more and more 
on imported oil and our percentage of 
world oil production has decreased 
from 60% two decades ago to about 
49% currently. Here at home about 
12% of total demand is now filled by 
imports. European consumption con- 
tinues to expand at approximately twice 
the United States rate. 


At the end of 1955 crude oil reserves 
in the United States were estimated at 
31.5 billion barrels, reserves in the 
Middle East at 126.2 billion barrels and 
world reserves at 190.7 billion barrels. 
At 1955 rates of production United 
States reserves would last for some 13 
years while those in the Middle East 
would last over 100 years. These figures 
are only theoretical since new reserves 
are being discovered which replace pro- 
duction. 


Turning from figures of demand and 
supply let us examine other factors that 
might have bearing on future course of 
profits for petroleum companies. Petro- 
chemicals, still in their infancy as far as 
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volume and profits are concerned, will 
become more important as forecast by 
the President’s Materials Policy Com- 
mission in 1952. Looking ahead to 1975, 
the following estimates were made for 
raw material requirements for end uses: 
18.9 billion pounds in 1955, 36.2 billion 
pounds in 1965 and 53.2 billion pounds 
in 1975. Among some of the important 
developments of the petrochemical in- 
dustry are plastics, detergents, synthetic 
rubber, insecticides and weed killers, 
solvents and synthetic fibers. In fact 
there is hardly a consumer product 
which does not have some petrochemical 


in it — cosmetics, cellophane, pharma- 
ceuticals, shower curtains, lingerie, ho- 
siery, enameled refrigerators, paints 


and anti-freeze. This fast growing in- 
dustry’s sales volume has doubled since 
1950 to nearly $4 billion and 25% of 
all chemicals made in the United States 
are now produced from oil and gas. 


There is no doubt that the greatest 
values in petroleum stocks can be found 
in the large international companies 
with their virtually endless Middle East 
reserves. This was recently highlighted 
by reserve figures released by Gulf Oil 
in its prospectus pertaining to acquisi- 
tion of Warren Petroleum. Domestic 
crude oil and natural gas liquid re- 
serves amount to 1,350,000,000 barrels 
or 48 barrels per share. But the estimate 
of reserves in Kuwait of 13.8 billion 
barrels far overshadows domestic re- 
serves and this does not include what 
might be another multi-billion barrel 
field to the north of Burgan. Peaceful 
world conditions would no doubt contri- 
bute to a higher evaluation of these re- 
serves. 

Integrated domestic companies have 
found continuous pressure on operating 
profits from higher wage and equipment 
costs and at times this is not compen- 
sated for by higher product prices. The 
trend towards deeper drilling more than 
proportionately increases costs and con- 
tributes to continuing pressure for a 
higher crude price structure. Only ex- 
tremely competent management can add 
sufficient modernized refinery equip- 
ment and producing properties to realize 
an adequate profit margin. Sufficient 
foresight is necessary at times to secure 
outside financing when cash income 
does not adequately permit ambitious 
expansion programs. Continental Oil, as 
an example, raised $100 million in 1954, 
$55 million of which was added to work- 
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ing capital after short term debt retire- 
ment. The company’s aggressive off- 
shore exploration program in which over 
$70 million has been invested to date is 
indicative of capable long-range plan- 
ning. In 1953 and 1954 Continental’s 
capital expenditures exceeded cash in- 
come after dividends by over $33 million 
and production (including equity in 
subsidiaries) rose 12.1%. 

In summary, it would appear that the 
petroleum industry still has good growth 
ahead and its facilities might even be 
taxed to the fullest to keep up with 
growing product demand. The companies 
with Middle East producing properties 
appear to be most favorably situated as 
to reserves and marketing potential, 
barring hostilities in that area. The in- 
vestor does not place much, if any, value 
on these holdings as evidenced by Stan- 
dard Oil of New Jersey whose market 
price is below its equity in Creole, Hum- 
ble, Imperial Oil and International Pe- 
troleum. 


On the domestic scene the well inte- 
grated companies and producers with 
aggressive exploration program and a 
substantial stake in the petrochemical 
field appear to be excellent investments 
for a continuation of the growth that 
has been so marked in the past. 


S. ©. Lawen, Jn. 
MERRILL LYNCH, PIERCE, 
FENNER & BEANE 
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Markets are the result of opinions . 


which are largely influenced by emo- 
tion, hence there will be excesses at both 
ends of the scale. On a national scale, 
the same variations produce alternate 
periods of recession and recovery. Even 
in this area we have no assurance that 
we can really prevent recession or de- 
pression, nor do we know to what ex- 
tent we can mitigate business contrac- 
tion but the man in the street is largely 
convinced that “the cycle is licked.” 
There is no denying that, to a certain 
extent, we have gained enough knowl- 
edge in the past ten years to prevent 
such a debacle as 1929-33; but to pre- 
vent cycles is another story. Regardless 
of political affiliations, Washington will 
exert every known technique to prevent 
any so-called recession; but as long as 
individuals have relative freedom of ac- 
tion no one can be sure that such meas- 
ures will work, at least not at the pres- 
ent stage of development. 
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TATES 


A stock market without a cyclical pat- 
tern seems even more unlikely because 
we have no control over stock prices, 
which do not even follow the business 
pattern over the short term. As a matter 
of fact, prices have a history of moving 
contrary to business trends for periods 
of as long as eight to ten months, usual- 
ly in periods just before a business down- 
turn and just prior to an up-turn. 


The fact that average stock prices 
have been rising continuously (except 
for an eight month period in 1953) since 
1949, is not in itself a reason to believe 
that the cyclical pattern is extinct. 


Since 1935 there have been only three 
main cycles — from 1935 to 1942 — 
from 1942 to 1949 — and the third, 
which began in 1949 and may be com- 
pleted some time in the next twelve to 
eighteen months. 


The current bull market is probably 
the second longest on record, being only 
exceeded by the 1923-29 market. If we 
exclude the eight months in 1953 when 
prices dipped on the average only about 
10%, the price level has been rising 
since June 1949. 


It is our belief that this long bull 
market is a long delayed adjustment to 
a generally higher price level and that, 
because of this, the cyclical pattern 
which might have normally been more 
prominent during this period was ob- 
scured. We believe that this period of 
adjustment to the larger money: supply 
engendered by the war years, although 
largely completed in other sectors of the 
economy, was delayed in the stock mar- 
ket until 1949 and 1950, possibly for 
fear of a depression which had been 
forecast and the heavy burden of cor- 
porate taxation from 1950 to 1953 — 
plus the channeling of funds into other 
commodities; although this last reason 
might be difficult to support because of 
the last twelve months’ splurge in con- 
sumer durables. 


The general price level of the econ- 
omy, as shown by the Index of Whole- 
sale Prices and the Bureau of Labor Sta- 
tistics Cost of Living Index, had largely 
completed its adjustment to the higher 
level by 1949 and late 1950. Between 
1950 and 1955, the retail price level in- 
creased only 12%, or 14% per year, 
and wholesale prices were up 11%, or 
|.75% per year. In contrast, between 
1945 and 1951, wholesale prices in- 
creased 6614%, or 744% per year, and 
the retail level was up 4414%, or some- 
what less than 534% per year. 


Corporate earnings immediately re- 
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flected the higher price level and had 
achieved new high levels by 1949 and 
again in 1950. Yet stock prices, after 
rising from the *42 lows to the *46 highs, 
receded about 26% from 1946 to 1949 
and seemed ridiculously undervalued in 
May of that year. 


By early 1951, some of the under- 
valuation had been corrected; but by 
September of 1953 prices again were be- 
low normal. Since then the undervalua- 
tion has been completely erased and 
now a greater degree of overvaluation 
exists (as this is written) than has been 
the case at any time since 1937. 


Estimated earnings in 1955 after 
taxes for all corporations listed in the 
SEC index will only be approximately 
19% above the 1952-53 average, yet 
stock prices are approximately 68% 
over average levels which prevailed in 
1952 and 1953 (according to the SEC 
Index). 


Thus, the delayed reaction to higher 
earning levels has apparently taken place 
and not wholly without expectation — 
we are again at the extreme in the scale 
of optimism. The momentum of the 
movement has carried prices to a high 
of 31% above “normal.” 

“Normal” is a relative concept not 
subject to a fine definition and is only an 
indicator of risk. The basic calculation 


includes: corporate earnings, value of 
plant and equipment for replacement at 
current prices, interest rates, the buying 
power of money. The combination of 
these factors produces an estimate of a 
reasonable normal value (based on cur- 
rent economic conditions) for a group 
of representative stocks. Mass optimism 
and pessimism cause prices to fluctuate 
on both sides of this norm, producing 
the well-known cyclical picture. It is in- 
teresting to note that in the twenty years 
since 1936, average stock prices (yearly 
basis), as indicated by the Standard & 
Poor’s Industrial Average, were above 
“normal” for nine years, below normal 
for nine years, and within the normal 


zone two years (1951 and 1952). 


Roy S. HEAVNER 
TEMPLETON, DOBBROW & 
VANCE, INC. 
A A A 
Bank Directors Show 1956 
Optimism 
Directors of the largest bank in the 
Southeast predict that 1956 will be at 
least as good a business year as 1955, 
and most of the directors of the Citi- 
zens and Southern National and Affili- 
ate Banks in Georgia are not worried 
about depression possibilities either. 
These are results of survey in which 107 
of the 181 C.&S. directors participated. 
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Bank Stocks 


Our analysis of the 1955 year-end reports of a group 
of outstanding banks is completed and now available. 


A copy will be sent free upon request. 


We deal actively in bank shares and are prepared to 


buy or sell in large or small blocks at net prices. 


Blyth & Co., Inc. 


San Francisco - Cu1caco + Los ANGELEs - SEATTLE * PoRTLAND 
SPRINGFIELD * PHILADELPHIA * PITTSBURGH * 
MINNEAPOLIS 


San Jose - 


CLEVELAND « INDIANAPOLIS 


SPOKANE OAKLAND EUREKA 


PasaDENA *« San DiEGO 
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Steal Ptalmont 
* THE HOME * 


FIRE * AUTOMOBILE 6 MARINE 


and THE HOME INDEMNITY COMPANY 





Balance sheet of Balance sheet of 
ryy ’ ’ rOYyT raNy Y ’ 7 r — 7 T 7 Ty’ i] 
THE HOME INSURANCE COMPANY THE HOME INDEMNITY COMPANY) 
December 31, 1955 December 31, 1955 
ADMITTED ASSETS ADMITTED ASSETS 
United States Government Bonds . . . §$ 77,637,142.13 United States Government Bonds . . . § 
a 95,075,024.26 Other Bonds 
Preferred and Common Stocks . . . . = 219,808,155.25 clon yer 
Cash in Office, Banks and Trust Companies E i 3 : 
Investment in The Home Indemnity Cash in Office, Banks and 
DEMME Wer fe ere ay 6m, ka ts 22.550,779.00 Trust Companies. . . . . . . . 
Ne ee 7,042,990.73 Agents’ Balances or Uncollected Premiums, 
Agents’ Balances or Uncollected Premiums, less than 90 days due . ...... 4.995.297.14 
less than 90 days due . . . . ... 22.943.969.87 Other Adinsited Assets. . . . « = = 1.139.558.43 
Other Admitted SUNN S 0 3 Wie 8 A 5.500.063.26 Total Admitted Assets . - < 64.596.958.50 
Total Admitted Assets . . . . . $483,137.688.40 —eEeEeEeEeEx 


2.888.457.99 
r 


0.960,652.10 


9 
») 


32.579,563.90 Preferred and Common Stocks . . . 12.669,197.25 


1,943,795.59 


LIABILITIES LIABILITIES 


Reserve for Unearned Premiums. $181.118.526.00 Reserve for Unearned Premiums. . $ 18.670.374.00 
Unpaid Losses and Loss Expenses . . . 36.490.541.96 Unpaid Losses and Loss Expenses . .. 22,127.368.00 
Taxes Payable. ......-. 3 7.400.000.00 fir ccy ign” | er 804.000.00 
Reserves for Reinsurance . .... 2.153.366.39 
ividends Declare ae . he 2.000.000.00 Pres : eS = 
shang pa aera peers Other Liabilities. 2... 2 6 6. 300,510.47 
Total Liabilities . : ? c 3 $233.285.738.47 Total Liabilities e e ° . . . ° $ 42.038.888.47 
ee eg a kk we 20.000.000.00 LS a ee eee a ee ee 1,500,000.00 
Surplus. 2 1. 1 1 1. 1 «ss + _229,851,949.93 Surplus ee ae ee es 5 SEORROIONS 
Surplus as Regards Polievholders . $249.851.949.93 Surplus as Regards Polieyholders . § 22.558.070.03 


| aa are ke Teel 2 2 st st ws ss ) 


Reserves for Reinsurance . . . . . 135,636.00 





NOTE: Bonds carried at $5.788.372.30 amortized value and cash $86,100.00 NOTE: Bonds carried at $1,095.000.00 amortized value in the above 
in the above balance sheet are deposited as required by law. All balance sheet are deposited as required by law. All securities have been 
securities have been valued in accordance with the requirements of the valued in accordance with the requirements of the National Associa- 
National Association of Insurance Commissioners. tion of Insurance Commissioners. 





Harouip V. Smiru, Chairman of the Board KENNETH E. Biack, President 


DIRECTORS OF THE HOME INSURANCE COMPANY 


Lewis L. CLarKE Cuartes A, Lovenin Henry C. Brunie Tuomas J. Ross 


Banker Vice President & President, Senior Partner, LEONARD PETERSON 
General Counsel Empire Trust Co. Ivy Lee and T. J. Ross Vice President 
Harovp V. Smirn 
Chairman of the Board Ivan Escort 
: + > Dierase 
> j , RY iE ; NE 
Montclair, N. J. Sanne K. Panx Henry C. Von Etm Hersert A. PAYNE 
> fice Preside » Sec 
Freperick B. ADAMS Chairman of the Board, Honorary Chairman Vice President & Secretary 
ici N 
New York City Percy C. Mapeira, Jr. The First National of the Board, 
; Chairman of Bank of Manufacturers Trust Co. 
Rosert W. Downe Executive Committee, Columbus, Georgia J. Eowarp MEYER 
IEE ee Tradesmens Bank & Trust Co. . President 
resident, Joun M. FRANKLIN / 
. ‘ , C Cord Meyer Development 
City Investing Co. . Preside 
Cuampion McDoweE t Davis A es estaent, Company 
Presidons Boykin C. Wrient United States Lines Co. 
e de 
Grorce Gunb Atlantic Coast Line Shearman & Sterling 


President, Basins a & Wright ‘ Anruur C. BABson 
The Cleveland Trust Co. a Lov R. CRannant 


oo > 2 2 
Président Vice President, 


Warren S. Jonnson Gécine A. Pallet Co. Babson’s Reports, Inc. 
Harovto H. Hetm Director, Leroy A. Linco.n 
Chairman of the Board, Wachovia Bank & Chairman of the Board, . . ‘ ‘ 
Chemical Corn Exchange Trust Company Metropolitan Life KENNETH E, Back Robert G. GoeLet 
Bank Wilmington, N. C. Insurance Company President Real Estate 


HOME OFFICES: 59 MAIDEN LANE, NEW YORK 8, N.Y. 
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MoMENT FOR DECISION 


February had more than its normal 
share of noteworthy happenings. the 
headline news naturally being that of 
President Eisenhower's availability for a 
second term. His February 29th state- 
ment touched off a flood of buying or- 
ders on the New York Stock Exchange 
which produced a late tape up to 19 
minutes and total volume of 3.9 million 
shares for the day. the best for some 
time. The demand described as 
emanating from all parts of the country 
and abroad. In composition it appeared 
to represent individual rather than in- 
stitutional accumulation. plus some short 
covering. Early advances to a new high 
intra-day D-J industrial average met 
realizing from professional sources and 
the average closed down 2.06 points for 
the day. The President’s declaration had 
apparently been foreshadowed by the 
spurt which followed the favorable med- 
ical report several weeks earlier. 


was 


The markets and business in general 
were evidently gratified at the decision. 
President Eisenhower’s candidacy is ob- 
viously the strongest one which the Re- 
publicans can offer if they are to con- 
tinue in power and in position to push to 
completion the program undertaken in 
early 1953. To the extent that the incum- 
bent’s record and popularity raise the 
chances of reelection, the news is bullish 
for business but the campaign is certain 
to be bitter and hard-fought with no 
holds barred and there is always the un- 
known factor of how independents and 
those who jumped party lines in 1952 
will react to the inevitable epithet of 
“part-time president.” 


The President’s veto of the Harris- 
Fulbright Bill on February 17th also 
made headlines. This bill would have 
removed price controls from natural gas 
moving in interstate commerce and was 
passed after a spirited battle. However. 
due to “arrogant” attitudes of some of 
the bill’s proponents and an alleged at- 
‘empt to influence one senatorial vote. 
the President refused to sign it although 
expressing himself as in accord with its 
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basic provisions. Its sponsors, lacking 
enough votes to override, profess to see 
no chance for further action this year 
but it is a foregone conclusion that the 
same or a similar measure will be rein- 
troduced at the earliest appropriate mo- 
ment. 


Across the Atlantic, the Bank of Eng- 
land’s discount rate was jacked up to 
514%, a full one percent boost, in the 
endeavor to further control credit ex- 
pansion, pare down imports and encour- 
age export movement. The state of the 
British economy is hardly comparable 
with ours; Chancellor MacMillan has 
been struggling with an unfavorable 
trade balance situation which requires 
deft handling. The London market has 
been acting quite the reverse of the New 
York market, with the industrial list 
now around levels ruling in early 1955, 
while the story in New York is one of 
near-tops, with volume sufficient to evoke 
the best price for a New York Stock Ex- 
change seat since 1937, at $103,000. If 
the New York industrial average were 
translated into comparable figures, it 
would be close to 400 for the D-J. Al- 


though London stock movements are not 
scrutinized by American market tech- 
nicians as closely as some years ago. be- 
cause there has not appeared to be 
marked correlation in recent times, the 
tenor of this market still warrants an 
occasional glance to perhaps detect signs 
of a coming change in the prevailing 
winds of world trade. 


SECURITY OR PrRorFit? 


The February hearings conducted by 
the House Armed Services Subcommit- 
tee concerning possible excessive profits 
accrued to airframe builders on military 
contracts are of infinitely greater pres- 
ent and future import than the scant no- 
tice which their publication has evoked. 
Interest in the testimony has been vir- 
tually nil, outside of financial circles and 
employees of, investors in or suppliers 
to, the industry. Headline scanners 
would probably infer that the manu- 
facturers were on the carpet to answer 
charges of unwarranted gouging, padded 
costs or other sharp practices inimical 
to the public purse. Not so, however, ac- 
cording to Representative Hebert of 
Louisiana, chairman of the committee, 
who disclaimed a punitive purpose and 
asserted that any aircraft corporation’s 
job was to make as much profit as the 
Defense Department would permit, al- 
though some attitudes revealed in early 
sessions appeared at variance with this 
statement. 


Due to the immense requirements of 
defense production in both physical as- 
sets and working capital, it has long 
been industry practice to make use of 





Estate settlement problems 


Beneficiaries 


Real Estate Holdings 


in Rhode Island? 


Financial Interests 


Estate Creditors 


Call on New England’s oldest trust company for competent, 
cooperative assistance with any fiduciary matter. 


ee 
Hospitat Trust ComPANY 
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Government-owned plant facilities in 
conjunction with the company’s own, as 
well as to receive substantial progress 
payments as work progressed. Assistance 
of this nature has been a practical ne- 
cessity because the airplane industry has 
always been regarded as a feast or fam- 
ine proposition and its extreme fluctua- 
tions have not attracted much capital 
nor permitted accumulation of sufficient 
means to handle peak volume unaided. 

In this connection, Chairman Hebert 
cited that North American Aviation 
owns some $18 million of plant and 
equipment which combined with $95.4 
million of Government property to turn 





By analyzing 


= 


out the jet fighters which form the back- 
bone of our air striking force. Its busi- 
ness is 99.7% with the Government, 
which brought forth from Mr. Hebert 
the comment that it was in effect a “Gov- 
ernment subsidiary” that had made 
handsome, but not necessarily unjusti- 
fied, profits. To President Atwood of 
North American he said “you are tak- 
ing profits from your use of Govern- 
ment equipment which you are paying 
out to the company’s private owners.” 
A more realistic criterion would appear 
to be whether the same product could be 
obtained elsewhere at the same or less 
price. 


b1D estates 


we put 165 items of trust 


business on our books 


Since 1949 we have used estate analysis as our 


principal method for developing new trust busi- 


ness. To date we have made 315 analyses of estates 
whose assets aggregate $134,949,120. We have no 


outside new-business solicitors. These 315  pros- 


pects were referred to 


principally. 


us by life underwriters, 


Out of these 315 cases we have received 147 trusts 


hold 


addition we 


which 


executor for 


assets aggregating $31,618,657. In 
have served, or are still serving, as 


18 estates. Thus, the total number of 


items of new business, put on our books and which 


are on a fee-paying basis, aggregate 165. 


We have also placed 108 new Wills in our Will 


File, and have executed 64 life insurance trusts, 


all of which represent a tremendous backlog of 


potential business. 


If our experience will be of any help to you we 


will be glad to give you more detailed information. 


Warren T. Hackett, Vice President and Trust Officer 
THE HUNTINGTON NATIONAL BANK 
of COLUMBUS, OHIO 
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Another unique ground rule under 
which defense contractor-Government re- 
lationships function lies in the Renego- 
tition Act of 1951 which, even in peace- 
time, exercises its statutory one-way pro- 
visions and assures that the contractor 
has no chance to cover possible higher 
costs but may realize less profit than an- 
ticipated under contract terms through 
a determination of the Renegotiation 
Board. The principle of husbanding the 
tax dollar to cover the greatest area is 
fine but in application it works an in- 
equity which can be a grave deterrent to 
industry expansion where the greatest 
strength and incentive are needed. When 
a supplier performs properly under a 
contract, it smacks of dubious business 
ethics to change the rules after the game 
has been played and the score posted. 


Furthermore, the Renegotiation Board 
does not define its basis for determining 
what amounts should be refunded by the 
companies. Up to date, the main de- 
terminant seems to be the ratio of earn- 
ings to capital, with 50% as the critical 
point, although the Board refuses to ad- 
mit that this is the case. This approach 
appears to have been applied in both the 
Boeing and Grumman cases and here. 
especially, no consideration seems to 
have been given to the outstanding per- 
formances in cost reduction and deliv- 
ery, Which factors are supposed to enter 
into the equation. These suppliers have 
performed brilliantly under the incen- 
tive-type contracts devised by the armed 
services to obviate renegotiation, of 
which the Government recovered 75% 
and the contractors 25% of the sums 
saved. Nonetheless, Boeing is being 
tapped for $10 million of its 1952 pre- 
tax earnings and, if the same treatment 
were extended for the five years 1951- 
1955, the liability is estimated at around 
$14 per share of stock. Grumman stock 
for the same period, based upon the find- 
ing for 1951, could be assessed around 
$5 per share. 


The Government depends on private 
contractors who, in turn, cannot perform 
at peak efficiency in this highly com- 
petitive, fast-moving area of our free en- 
terprise system without adequate profit 
incentives. If this country is to stay 
ahead of the parade in supersonic air- 
craft and guided missiles technology, the 
industry’s leaders must sell the country 
on the job to be done. Adequate pro- 
fits to permit expansion of plant and 
research facilities is a small price for 
maintenance of an efficient and strong 
aircraft industry to defend us agains! 
the widespread destruction which might 
well result from air inferiority. 
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Rate of Return on Your Money 


Up or Down? 


AUBREY G. LANSTON 


President, Aubrey G. Lanston & Co., Inc., New York 


F I KNEW WHETHER THE RETURNS 
from fixed-income securities are apt 
to go up or down over the near future, 
I might not be writing about it. All I 
can do is to offer my considered guesses 
first; the considered reasons can follow. 


My guesses are given in terms of 
Treasury securities because | am more 
familiar with these. Besides, these are 
the prime securities in the marketplace 
and as yields on the various types of 
Treasurys undergo measurable changes 
in response to forces other than those 
of a temporary or technical nature, most 
other interest rates follow, in one or 
another degree. 


My guesses are made with an eye on 
the next six months. Thereafter, sea- 
sonal credit needs should begin to cast 
their shadow on short-term Treasury 
market issues. This 
means, of course, the introduction of 
downward pressures on the prices of 
such issues, which usually spreads to 
other sectors of the bond markets. 


and other money 


It is my guess that the odds favor 


(1) A fairly good decline in yields 
on short-term Treasurys (up to 3 
years). 

(2) Some decline in the yields of 
the next longer Treasurys (3-6 year 
term). 

(3) Longer-term Treasury securi- 
ties (including the 3s of 1995) should 
improve somewhat in price but the 
corresponding change in yield may 
be fairly small. 

Note: The Treasury’s desire to sell 
“more 3s” will be a factor in the move- 
ment of this group. If the Treasury 
offers an additional amount of 3s later 
in March this might be taken to mean 
that a second such offering also might 
be made later in the year. This would 
serve to decrease market demand _ be- 
tween offerings, that is, after March. 


"he key items to which I gave con- 
sideration were: 

(1) Recent business conditions, fu- 

ture prospects and the weight that 


might be advisedly given to “the 
confidence factor,” so much in people’s 
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minds since the President’s second 
term announcement. 

(2) The greatly improved position 
of the Federal budget. Regardless of 
whether this proves to be lasting, it 
is likely to continue favorable through 
the six months period mentioned. 


(3) Reserve credit policy. 


Business Conditions Surveyed 


Business activity stopped pushing 
against some of the limits of physical 
capacity in November or December. 
Residential construction underwent a 
greater than seasonal decline during the 
last half of 1955. It’s still not buoyant. 
Residential construction has a pervasive 
impact on some other industries. The 
decline in residential starts, therefore, 
has been felt in other areas, although 
few could point to just where and lay 
it to this cause. 


Automobile production proved to be 
the big boy that stubbed his toe. But 
there was some reluctance to recognize 
this for what it was as recently as Jan- 
uary. It took some substantial cut-backs 
in production for the first two months 
to bring home the facts in clear relief. 
But as this was happening. we began 
to hear that the adjustment in automo- 
biles was supposed to be “about over.” 


That may or may not be the case but, 
in spite of “full-speed ahead” produc- 
tion in many other lines of activity, the 
Federal Reserve Board’s index of pro- 
duction (seasonally adjusted) long ago 
broke out of its earlier steady climb. 
This index has not declined, but it has 
just about held its head up—to the re- 
lief of nearly all of us. For example, for 
December, 1954, “The FRB” was 130. 
By September, it had climbed to 142. 
In October and November, it held at 
143 (the preliminary November figure 
was revised downward from 144). In 
December and January it held at 144. 
The figure for February, not yet avail- 
able, is unlikely to be higher. 


As of this writing. my shop has felt 


that despite all the “bullish” news on 
business, we may be faced with some 
additional let-downs, snough to arouse 
a more active concern on the part of the 
Federal Reserve and others. 


That thought suggests that I turn to 
“THE CONFIDENCE FACTOR.” The elec- 
tion of Mr. Eisenhower as President 
gave the people a new, good feeling of 
some kind—call it what you will. It 
is almost inescapable that the climate 
he engendered for business helped to 
hold the recession of 1953-54 down to 
dwarf size. The following boom and 
the “confidence factor” produced, in 
turn, the massive capital expenditure 
plans that have helped to hold the econ- 
omy at its recent and current high 
levels. 


The $64,000 question. therefore, is 
whether the intangible human feelings 
(to which the term “confidence factor” 
applies) will enable the economy to 
overcome the “old age” of some of the 
forces and whether we can afford to 
forget everything except the possibilities 
of inflation and a tighter Reserve credit 
policy. 

Frankly, if | had to hang my guesses 
on my ability to answer correctly ques- 
tions such as these I’d never have gotten 
to the point of writing this article. | 
have a belief, but it’s not founded in 
sufficient support the 
guesses I presented at the beginning of 
this article. 


substance to 


It is my belief that “confidence” is 
a tricky human feeling to assess, it can 
swing into reverse without warning; it, 
therefore, could prove to be a tissue-like 
substance upon which to base an as- 
sumption that business is about to turn 
around and move up again. Yet such 
a possibility has to be included and 
therefore the question might be viewed 
as one of definition. What would be a 
reasonable expectancy as to the upper 


range of activity for the six months 
ahead? 
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\WENNESSEE CORPORATION 


TENNESSEE 
CORPORATION 


February 23, 1956 
A dividend of fifty (50c) 


cents per share was declared 
payable March 29, 1956, to 
stockholders of record at the 
close of business March 7, 
1956. 


Joun G. GreenpurGH 
61 Broadway Treasurer. 


New York 6, N.Y. 
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. February 23,1956 


GENERAL 
PORTLAND 


CEMENT 
COMPANY 


COMMON 
STOCK 
DIVIDEND 


The Board of Directors of General 
Portland Cement Company has this 
day declared a dividend upon its 
Common Stock of 40 cents per 
share, payable March 31, 1956 to 
stockholders of record at the close 
of business on March 9, 1956. The 
stock transfer books will remain 
open. 

HOWARD MILLER, 


Treasurer 
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CELANESE 


} CORPORATION OF AMERICA 


) the current quarter of $1.12'% per 


> holders of record at the close of busi- 
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180 Madison Avenue, New York 16, N.Y. 


HE Board of Directors has this day 
declared the following dividends: 
414% PREFERRED STOCK, SERIES A 


The regular quarterly dividend for 


share, payable April 1, 1956, to 


ness March 9, 1956. 


7% SECOND PREFERRED STOCK 
The regular quarterly dividend for 
the current quarter of $1.75 per share, 
payable April 1, 1956, to holders 
of record at the close of business 
March 9, 1956. 

COMMON STOCK 
122 cents per share payable March 
26, 1956, to holders of record at the 
close of business March 9, 1956. 


R. O. GILBERT 


Secretary 


——— — Eee 


aw 


February 28, 1956. 
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My guess is that business would be 
doing well to show an advance that, on 
a cumulative basis, would amount to 
about 2°% increase by September. 


Balanced Budget Important 


The greatly improved position of the 
Federal budget is the key to my think- 
ing as to whether the rate of return 
on your money will move up or down. 
The change in the budget position is so 
novel by comparison with most post- 
war experience that the impacts may 
surprise even those accustomed to fol- 
lowing Treasury market and Reserve 
credit policy closely. 


There are, however, questions such 
as whether the current improvement is 
temporary and whether it will prove to 
be illusory or real. | believe you can 
count on it for the period covered by 
my guesses—the nexi six months, for 
the following reasons: First, Treasury 
the first half of this 
calendar year give every indication of 
being larger than estimated, partly be- 
cause 1955 turned out to be a somewhat 
better year than assumed and the same 
seems to be true of 1956 to date. Sec- 
ond, should move 
ahead (to the high range of plausible 
expectancies I suggested above). 


receipts so far in 


if business activity 


Treas- 


ury receipts should continue to be 
“higher” 
reductions, 


theless. 


than estimated. Third, any tax 
justified or if voted none- 
should not materially decrease 
Treasury receipts as early as the third 
and more 


quarter of this year. Fourth, 


cogent, there is the question of how 


much higher will Congress and, per- 
haps, the Executive push expenditures. 
But here again the impact on Treasury 
needs should not be material as early 


as the third quarter of 1956. 
Over the longer-run, one must hope, 


if business continues 
1956 and into 1957. 


sood throughout 
that sufficient pru- 


dence will be exercised Washington 
to permit the budget for fiscal 1957 


to show some respectable surplus. In 
other words, from the point of view of 
the Treasury 


market. continuation of 


good business at a somewhat slower 
rate of increase than experienced in 
1955, should insure continued improve- 
ment in the Federal budget through the 
next 6 months and perhaps for the 
longer and, we hope. for the indefinite 


future. 

I shall ignore the reverse contingency 
that a worsening in the budget outlook 
might follow an unexpected downturn 
in business, because such an eventuality 
would be unlikely to change the direc- 


tion of the impact from the budget, ou 
the Treasury market, until the third 
quarter, or later, and such a busines- 
condition would tell you right off the 
bat that the return on money was going 
to move down. 


Right now, the important questions 
are those that concern the kind and 
the force of the impacts that may be 
felt in Treasury and other credit mar- 
kets from the existent improvement in 
the position of the Federal budget dur- 
ing a near-term period when business 
activity may continue to roll along 
peak or new peak levels. The best way 
I know to illustrate these impacts is to 
review, briefly, those that ensued from 
the Federal budget and the accompany- 
ing Treasury financing during different 
periods beginning with the second half 
of 1952 through the second half of 
1955. 

In a nutshell, the position of the 
Federal budget for the fiscal year 1953 
was an important factor in pushing in- 
terest rates up during the first half 
of calendar 1953; the position of the 


Johns-Manville 


Corporation 








DIVIDEND 








The Board of Direc- 
tors declared a divi- 
dend of $1.00 per 
share on the Com- 
mon Stock payable 
March 9, 1956, to 
holders of record 
February 27, 1956. 


JOH NS-MANVILLE 


PRODUCTS 





| ROGER FP ACKNEY, Treasurer 














Pullman 
Incorporated 


90th Consecutive 
Quarterly Cash 
paid by Pullman Incorporated 


Year of 
Dividends 


and predecessor companies 


A regular quarterly dividend of 
seventy-five cents (75¢) per 
share will be paid on March 14, 
1956, to stockholders of record 
February 29, 1956. 

CHAMP CARRY 


President 
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budget for the fiscal year 1954 was a 
negative force that failed to interfere 
with a rapid erosion in short-term rates 
in the late spring of 1954, a trend set 
in motion by the large debt-lengthening 
program carried out during that period, 
and the position of the budget for the 
fiscal year 1955, together with the rela- 
tively weak position of Treasury financ- 
ing during the first half of the fiscal 
year 1956 contributed measurably to 
the upward movement in interest rates 
during the last nine months of calendar 
1955, particularly in the 
sector. 


short-term 


Such a review also suggests the sort 
of impacts that may flow from the great 
improvement in Treasury finances in 
recent months. 


Fast Fiseal Footwork 


Through adoption of the Mills Plan 
some years ago, the Treasury incurred 
substantial cash deficits in the second 
half of each calendar year which pre- 
sumably would be offset by surpluses in 
the subsequent first half year. At least 
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KENNECOTT COPPER 
CORPORATION 


161 East 42d Street, New York, N.Y. fl 


February 17, 1956 
A cash distribution of One Dollcr 


q 
and Twenty-five Cents ($1.25) a 
share has been declared todcy 
by Kennecott Coprer Corporation, fl 
payable on March 26, 1956, to 
stockhoiders of record at the close 4 
of business on March 2, 1956. 


PAUL B. JESSUP, Secretary 
pS) Se) a) ee) ees) ees) Se) Se ) ee) ) ee) ee) 
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INTERNATIONAL MINERALS 
& CHEMICAL CORPORATION 


20 North Wacker Drive, Chicago 6 





QUARTERLY DIVIDENDS 
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; 4% Cumulative Preferred Stock 
56th Consecutive Regular 

1 Quarterly Dividend of 
One Dollar ($1.00) per Share 
$5.00 Par Value Common Stock 
1 Forty Cents (40¢) per Share 

! 

r 

| 

I 

1 
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1 

i] 

| 
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Declared — Feb. 23, 1956 ' 
Record Date— Mar. 16, 1956 
Payment Date— Mar. 30, 1956 


A. R. Cahill 
Vice President and Treasurer 


ee et 
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that would be the result if the budgets 
were to be balanced on a cash basis 
for the fiscal year beginning July 1 
which was not the case in any of the 
years we are about to review. In fact, 
the Treasury seemed to find, in nearly 
each case, that the cash surplus in the 
first half of each calendar year was in- 
adequate. 


During the first half of 1953 interest 
rates were under pressure with large 
demand for bank and other forms of 
credit. Consequently. throughout the 
first half of 1953 banks were steady 
sellers, non-financial corporations were 
steadily decreasing holdings and the 
only net buyers were state and munici- 
pal funds and unimportant miscellane- 
ous investors. In short, investors gener- 
ally were net sellers of Treasury securi- 
ties and their individual endeavors to 
sell kept pushing prices lower. This is 
where the impact of the Federal budgei 
came in. 


To understand the situation clearly, 
it is necessary to go back to the last 
half of the calendar year 1952, because 
of the Mills Plan. During this period 
Treasury financing was largely respon- 
sible for a $7.2 billion addition to 
marketable debt held by other than 
Treasury accounts and the Federal Re- 
serve. $4.5 billion of this increase repre- 
sented the tax anticipation obligations 
presumably to be retired from cash 
surplus during the first half of 1953. 
Actually, Federal finances 
then proved to be in rather poor shape 
and public holdings of marketable debt 
were reduced by only $1.5 billion. But 
the full story goes deeper. 


however 


The table on page 197 shows that, 
in addition to selling the famous 314% 
bonds, the Treasury had to come to 
market as early as April to sell bills. 
Moreover, it had to jam bills into the 
market during May and June. Keep in 
mind that this was in a_ background 
wherein the public generally was a net 
seller of marketable Treasury securities. 
Under the circumstances, the Treasury’s 
budget position during the first half of 
1953 was so poor that it, in effect, had 
to refinance tax anticipation obligations 
sold in the fall of 1952. It was ines- 
capable, therefore, that the Reserve ulti- 
mately would be forced to buy sub- 
stantial amounts long before it normally 
would come into the market to assist 
the banking system to meet seasonal 
credit needs. Whether economic condi- 
tions failed to justify an easing of the 
credit picture was bound to be some- 
what academic. The Treasury had to 








Common and 
Preferred Stock Dividends 


The Board of Directors of Safe- 
way Stores, Incorporated, on 
Feb. 7, 1956, declared the fol- 


lowing quarterly dividends: 





60¢ per share on the 
$5.00 par value Com- 
mon Stock. 


$1.00 per share on the 
4% Preferred Stock. 


$1.0714 per share on 
the 4.30% Convert- 
ible Preferred Stock. 





The Common Stock dividend 
and dividends on the 4% Pre- 
ferred Stock and 4.30% Con- 
vertible Preferred Stock are 
payable Apr. 1, 1956 to Stock- 
holders of record at the close 
of business Mar. 2, 1956. 


DRUMMOND WILDE, Sec. 
February 7, 1956 
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Southern California 


Edison Company 


DIVIDENDS 

The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 187 
60 cents per share. 


CUMULATIVE PREFERRED STOCK, 
4.32% SERIES 

Dividend No. 36 

27 cents per share. 


The above dividends are pay- 
able March 31, 1956, to stock- 
holders of record March 5, 
Checks will be mailed from 
the Company's office in Los 
Angeles, March 31. The Board 
of Directors has also author- 
ized the payment of an initial 
dividend on the new Cumula- 
tive Preferred Stock, 4.24% 
Series, at the quarterly rate of 
2614 cents per share, payable 
May 31 to stockholders of 
record May 5, for the period 
from its date of issue to and 
including February 29. 

P, C, HALE, Treasurer 


February 14, 1956 

















195 











raise funds during a period when the 
public was selling on balance. The Re- 
serve authorities were left to choose 
between two alternatives: to permit a 
credit crisis of some degree to occur in 
the hope that its impact on business 
could be held to a baby recession or to 
avoid the immediate crisis and precipi- 


~ 








227th 
Consecutive 
Quarterly Dividend 


A dividend of seventy-five cents 
per share on the capital stock of 
this Company has been declared 
payable April 13, 1956, to share- 
holders of record March 9, 1956. 
EMERY N. LEONARD 
Ls Secretary and Treasurer 
Boston, Mass., February 13, 1956 














FOUNDED 1928 





announces its 


105" 


consecutive 
quarterly dividend 


2 1¢a share from net investment 
income, payable March 30, 
1956 to stock of record March 
9, 1956. 
WALTER L. MORGAN 
President 








INTERNATIONAL 


(CLD coma 


18Q1H 
CONSECUTIVE DIVIDEND 
Common Stock 


A quarterly dividend of 60¢ 
per share payable on April 
1, 1956 to stockholders of rec- 
ord at the close of business 
March 15, 1956, was de- 
clared by the Board of Directors. 

ANDREW W. JOHNSON 


Vice-President and Treasurer 


March 1, 1956 
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tate or facilitate a price and credit infla- 
tion that, in the end, would be even 
more damaging. The position of the 
Federal budget clearly aggravated mate- 
rially the upswing in interest rates and 
the downswing in bond prices during 
the first half of 1953. . 


Budget Pressure Continues 


At the beginning of calendar 1954, 
interest rates clearly were headed down- 
ward. But to understand the impact 
from the Federal budget, we have to 
look first at requirements during the 
last half of 1953 when the Treasury 
sold bills of $200 million in July and 
$100 million in September, largely to 
even out its weekly series to $1.5 billion 
per week. In July, however, it also sold 
$5.9 billion of tax anticipation securi- 
ties to mature March 1955. It paid off 
$800 million in September. It funded 
a part of its needs by the sale of $2.2 
billion in bonds. The real carryover into 
1955 amounted to the $5.9 billion of 
tax certificates. 


Before these tax anticipation securi- 
ties matured, the Treasury undertook 
a massive refunding operation in late 
January which resulted in a very sub- 
stantial reduction in short-term securi- 
ties outstanding. When the $5.9 billion 
of tax anticipations matured the Treas- 
ury paid these off but was forced to 
rebuild its cash position by the sale of 
$2.2 billion of long notes in May. Thus. 
as a result of the January refunding 
and the actual redemption of the tax 
anticipation obligations and the sale of 
long notes, the Treasury took a very 
substantial amount of short-term debt 
out of the market. That this refunding 
operation was a virtual necessity from 
the point of view of debt management 
did not mitigate the strength of the 
forces that drove short-term yields lower 
and lower. 


In May another Treasury refunding 
operation resulted in further contraction 
in outstanding short-term securities and 
by June this cumulative contraction in 
market supply had produced such an 
erosion that bill yields averaged only 
about 54 of 1%. 


It has been said that the Reserve was 
largely to blame for this situation in 
the spring of 1954 but it seemed to me 
that it was more largely the cumulative 
consequence of an unfavorable Federal 
budget position over a period of several 
years plus an overly-aggressive debt 
funding campaign. 

In the second half of 1954, $7.9 bil- 
lion was added to public holdings of 


marketable debt, $3.7 billion in tax 
anticipation securities. In March 1955, 
when these tax anticipation obligations 
fell due, the budget position was so un- 
favorable that the Treasury had to refi- 
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UTILITIES 
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DIVIDEND NOTICE 


The Board of Directors today 
declared a dividend of 32 cents 
per share on the Common Stock 
of the Company, payable April 
2, 1956 to stockholders of rec- 
ord at the close of business 
March 1, 1956. 


D. W. JACK 
Secretary 


\ February 17, 1956 as 

















PREFERRED DIVIDEND 
A regular quarterly dividend of $1.06 per 
share on the cumulative preferred stock, 
414% Series, and of $1.1875 per share on 
the cumulative preferred stock, 434% 
Series, of this Company has been de- 
clared, payable March 1, 1956 to stock- 
holders of record at the close of business 
February 20, 1956. 

COMMON DIVIDEND No. 79 

A quarterly cash dividend of 30¢ per share 
on the common stock of this Company, 
has been declared, payable March 10, 
1956, to stockholders of record at the 
close of business February 20, 1956. 

W. W. WHITNELL, 
February 7, 1956 Secretary 


NATIONAL CYLINDER 





GAS COMPANY _ 





Dividend Notice 
MIDDLE SOUTH UTILITIES, Inc. 


The Board of Directors has this day 
declared a dividend of 37¥2¢ per 
share on the Common Stock, pay- 
able April 2, 1956, to stockholders 
of record at the close of business 
March 13, 1956. 

H. F. SANDERS, 

Treasurer 

New York 6, N. Y. 
February 29, 1956. 


She Middle Louth 


A World Of 
Opportunity 













Utility service by tax-paying, 
publicly-regulated companies 
made this dividend possible. 
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MAJOR ITEMS AFFECTING THE AMOUNT OF PUBLICLY-HELD 
MARKETABLE DEBT 
(in millions of dollars) 


FIRST HALF OF 1953 

















Net Sales (+) Net Market 
Cash Attrition New Purchases (—) Purchases (—) Total Change 
on Refunding Cash Acct. Federal and Sales (+) in 

Offerings Offering Reserve Banks Treas. Accts. Public Holdings 

Jan. pests teed — — (+) 146 (—) 25 (+) 121 
Feb. (—) 134 — (+) .30 (—) 9 (—) 1138 
Mareh, __..... --- — (+) 47 (—) 18 (+) 34 
Ee ee — (+) 100(TB) — (~}) 3 (+4)18f 

(+)1188(38%s) 
May — (+ )1400(TB) (—) 225 (—) 36 (+)1139 
June (—) 8380 (+)1200(TB) (—) 687 (—) 20 (—) 337 
Total (—) 964 (+)3888 (—) 689 (—)139 (+ )2096 
FIRST HALF OF 1954 
Jan. — — (+) 678 (—) 7 (+) 671 
Feb. (—) 108 —- (+) 131 (+) 4 (+) 27 
March (—) 78 — (—) 123 (+) 22 (—) 179 
Apr. ~ ~~ — (+) 3 (+) 8 
May — (+ )2205 (—) 180 (—) 38 (+ )2022 
June (—) 502 — (+) 225 (+) 46 (—) 231 
Total (—) 688 (+ )2205 (+) 731 (+) 65 (+ )2313 
FIRST HALF OF 1955 
Jan. — — (+)1006 (—) 23 (+) 983 
Feb. (—) 105 — (+) 277 (—) 77 (+) 95 
March (—) 680 (— )373 (+) 1 (—) 19 (—)1222 
(+ )3210 

Apr. — -— — (—) 30 (—) 36 
May (—) 712 (+ )2532 (—) 58 (—) 56 (+ )1706 
June — —- (+) 108 (—) 23 (+) 85 
Total (—)1497 (+)2008 (+)1334 (— )228 (+)1617 





sale of $3.2 billion of new 
tax anticipation securities due June 
1955, only 214 months later. The Treas- 
ury also had to refinance that maturity 
and in mid-May sold $2.5 billion of 
15 months’ notes for cash. So, during 
the first half of 1955, the impact of the 
Federal budget was such that, with 
demand for credit mounting substanti- 
ally, the Treasury was scrambling from 
pillar to post to pay off tax anticipation 
obligations sold during the last half 


of 1954. 


nance by 


But that wasn’t all that happened in 
1955. Beginning in July, with private 
credit running higher and 
higher, the Treasury sold $2.2 billion 
of tax anticipation obligations, raised 
$800 million in additional 3s of 1995, 
another $1.3 billion through the sale 
of bills and $114 billion of tax antici- 
pation obligations in December. 

In other words, in spite of the strong 
demand for private credit during the 
first half of 1955 the Treasury was not 
in a position to retire debt. It even could 


demands 





When you join 
the Red Cross... 
you are there! 


This woman, marooned by the 
angry flood waters, has her hopes 
pinned on you! For it’s through 
you that Red Cross help comes. It 
through you that your Red Cross 
thrives—to help when disaster 
‘trikes, when a serviceman needs 
\ssistance and when blood or first 
id can save a life. Remember—the 
hopes of millions are pinned on 
you. You can help by pinning the 
Red Cross button to your lapel 
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not pay off all its tax anticipation obli- 
gations. (See the table on page 197 and 
note that the Treasury added $2 billion 
to public holdings by the sale of new 
securities for cash while it took back 
from the public only $1.5 billion through 
cash attrition on refunding offerings. ) 
the second half of the 
year, due largely to the Treasury’s sea 
sonal need for cash, public holdings ot 
Treasury securities increased by $8.0 
billion. 


Mereover, in 


New Look for °56 

Here is where the great improvement 
in the position of the budget comes in. 
The Treasury should be able to absorb 
from excess receipts the full 
amount of tax anticipation securities 
outstanding plus whatever attrition in- 
curred in refunding. The first of these 
impacts is about to take hold. The 
Treasury shortly will redeem $3.7 bil- 
lion of March tax anticipation obliga- 
tions and, at the same time, redeem for 
cash the unexchanged portion of its 
other March 15 and April 1 maturities. 
In addition, the Treasury will reduce 
its under-one-year debt by 


cash 


virtue of 
its offer to sell, on an exchange basis 
in March, additional notes maturing 
214 years hence. The combined impact 
(Continued on page 200) 


THE 


PLAINFIELD 
TRUST 


COMPANY 
Plainfield, New Jersey 
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Prepared monthly tor TRUSTS AND ESTATES by Moody’s Investors Service ‘ 
YIELDS OF YIELDS OF PRICES,DIVIDENDS 
TAXABLE TREASURIES CORPORATE BONDS AND YIELDS 
BY MATURITY GROUPS BY RATINGS 125 INDUSTRIAL STOCKS 
bese | T pat an i T i] 260 ee 7: ' | T aa 
12s IN PERCENT L25 260 IN PERCENT 160 PRICES AND DIVIDENDS 
($ PER SHARE) 
3 YEARS 
eB 1507 - 2.80 280 - 
30 r 1.40 = 
PRICES L 
1.75 5 YEARS 1.75-4 300 - ~y 
e. i 
1.20 ~q 
+ 2.00 2.00 + 
320-4 
- 2.25 2.25 t 
" YIELD 
407 x 
% 10 YEARS 
— 2.50 7 3-4 
YIELDS 
\ 3.60 "I ee af “ oe 
3 275 - we 
\ | 60 ~ 54 
\ j 380 a enate Pi -_ 
bai 300 - VAS ¥ al 
\ VN Fat 
35S, OF 2715/95 __ yee 7 ao 
, ~~2es, or 9/15/72-67 - 4.00 4007 | 40 DIVIDENDS 
4 Ro : 325 7 (10 SCALE) 
3/45, OF 6/15/83-78 
+ 1953 | 1954 \ 1955 \ 1956 - + 1953 l 1954 | 1955 | 1956 - + 1953 | 1954 | 1955 l 1956 - 
End of Month —— i 
Feb. Jan. Feb. 1955-56 1951-54 1946-50 1941-45 1931-40 1919-1930 
1956 1956 1955 Range for Period 
1. U.S. Government Yields —......__.__. 
3-Year Taxable Treas. —_.___.__. ns “FF 2.68 2.62 2.19 2.90-1.86 280-1.43 1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. ———____.. “ 2.75 Z.74 2.39 2.96-2.18 8.00-1.75  1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. = 2.83 2.80 2.64 2.99-2.52 3.16-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 2%s, 9/15/72-67 _....._ Se ceceig OF 2.83 2.81 2.75 2.97-2.60 $.16-2.21 2.48-1.96 2.48-2.03 (a) (a) (a) 
Victory 2%, 12/15/67 _...._____.. ee 2:62 2.80 2.74 2.94-2.60 $.31-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) 
3%4s, 1983-78 % 2.89 2.87 2.88 3.00-2.68 (b) (b) (b) (b) (b) 
3s, 1995 eschaeenbanakesiisinsasatirectennmamcnmiiane. Og 2.97 2.97 2.98 3.06-2.96 
2. Corporate Bond Yields —.....____»_ 
Aaa Rated Long Term _.._>_-_-_>__ 3.07 3.09 3.02 3.18-2.91 3.44-2.65  2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term ___________ cece. OG 3.16 3.17 3.12 3.24-3.04 3.52-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Lang Ton... % 3.27 3.28 3.18 3.35-3.14 8.69-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term _..__.._-_»_-_E_—sd, 3.58 3.59 3.48 3.63-3.45 3.90-3.15  3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
8. Tax-Exempt Bond Yields —__.__ — & 
Aaa Rated Long Term —....___.___»_>>_E—s« 219 297 2.10 2.34-2.05 2.78-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (b) (c) 
Aa Rated Long Term ———--- 2.37 2.45 2.25 2.50-2.18 2.96-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (b) (c) 
A Rated Long Tem —_____... % 3:92 2.74 2.55 2.85-2.54 3.84-1.72  2.64-1.28 2.49-1.49 3.29-2.11 (b) (c) 
Baa Rated Long Term ——___. 3.20 3.22 3.04 3.26-3.02 3.79-1.98 3.05-1.57 2.94-1.80 3.71-2.60 (b) (c) 
4. Preferred Stock Yields —......._______ 
Industrials—High Dividend Series 
CS eee 197 3.92 3.90 3.88 3.95-3.87 4.24-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade __.____._. in 4.49 4.51 4.52 4.54-4.45 5.28-4.53 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 ° 
Tndustrials—Low Dividend Series 
High Grade % 3.69 7 3.68 3.73-3.63 4.02-3.45  3.92-3.27(d) (d) (d) (d) 
Medium Grade —_— agin 4.10 4.11 4.11 4.13-4.03 4.39-3.80  4.20-3.52(d) (d) (d) (d) 
Utilities—Low Dividend Series 
BOUIN i, % 3.92 3.94 3.94 3.98-3.89 4.45-3.77 4.24-3.40(d) (d) (d) (d) 
Dona Crde cf 4.26 4.27 4.26 4.32-4.19 4.87-4.17 4.65-3.69 (d) (d) (d) (d) 
5. Common Stocks 
125 Industrials—Prices (f) -—... $145.53 $140.11 $118.49 145.67-116.83 115.64-64.91 64.46-43.20 49.30-22:69 49.10-10.56 78,06-34.81 (e) 
125 Industrials—Dividends (f) —_.. $5.72 $5.72 $4.90 5.72-4.79 4.73-4.13 4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (e) 
125 Industrials—Yields — — ..__.__ - 3.93 4.08 4.14 4.18-3.63 6.84-4.09 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19 (e) 
(a)—U. S. Govt. Bond Yield Averages in this series date from Jan. 5, 1948. (d)—Low Dividend Preferred Yield Averages in this series date from 
(b) —U. S. Govt. Bond Yield Averages in this series date from April 15, 1953. Jan. 2, 1946. 
(c)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. (c)—125 Industrials Averages date from Jan. 1, 1929. t 
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(f)—Dollars per share. 
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INVESTMENT COMPANY NOTES 


by HENRY ANSBACHER LONG 


Level Payment Living Trust 


NEW SERVICE, DESIGNATED “THE 

level payment Jiving trust,” has 
been established by Keystone Custodian 
Funds, Inc., the primary purposes of 
which are to help shareholders bridge 
the gap of probate procedures and to 
provide level payments from an invest- 
ment estate for beneficiaries. The level 
payment procedure, itself, had been in- 
augurated by Keystone earlier last year 
and represents a variant of the with- 
drawal plans which several of the in- 
vestment companies have adopted over 
the last few years. Certain mutual funds 
have felt that these plans were the an- 
swer in part to potential competition 
from the nascent variable annuities. One 
problem expressed by many mutual fund 
executives, however, had been the need 
the amount of with- 
drawals of principal. The Keystone trust 
set-up provides a partial solution. 


for a check on 


In establishing the Level Payment 
Living Trust, the settlor, acting as his 
own trustee during his lifetime, prede- 
the amount 


termines of monthly or 


quarterly payments he feels will be 
necessary for the support of his widow 
or other beneficiaries (Keystone sug- 
gests. on a conservative basis, $30,000 
of capital for each $100 a month pay- 
ments). In addition to building the 
trust through periodic investing during 
his lifetime, the settlor may also direct 
that insurance proceeds and other liquid 
assets remaining in his estate be added 
to the trust to achieve this goal. Pay- 
ments are made from accumulated in- 
come and, when 


necessary, are Ccom- 


pleted by the use of capital. 

“Obviously no one likes to invade 
capital if it can be prevented,” explains 
Mr. S. L. Sholley, president of Keystone. 
“but when the amount available to wi- 
dows and dependents is limited and 
they are without immediate 
sources of income, they will in any event 
be forced to draw upon it to meet their 
minimum living needs ” 


other 


Opinion Divided on Initial 


Ford Offering 


\ DIVERGENCE OF OPINION APPAR- 
“AX ently existed among investment 
companies on the desirability of sub- 


scribing to the initial offering of Ford 
Motor Company in January. It is esti- 
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mated that 58 funds took up stock at 
that time, which would be somewhat 
less than half the companies now in 
existence. A spot check among the 
twenty largest members of the National 
Association of Investment Companies 
indicated that eleven purchased Ford at 
the subscription price, acquiring a total 
of 194,225 shares with an approximate 
value of $12.5 million. 


An exact accounting of the total ori- 
ginal investment company interest will 
be anxiously awaited with publication 
of the quarterly portfolio statements at 
the end of March. However, certain in- 
dividual company positions have al- 
ready become known. For example, in- 
dicative of the divergence of opinion on 
the initial offering among representative 
mutual or open-end companies, National 
Securities and Research Corporation 
bought 18,000 shares for their various 
series and E. W. Axe and Company 
acquired about 7,000 shares for their 
several funds. On the other hand neither 
Massachusetts Investors Trust nor Fund- 
amental Investors were represented in 


the list of initial subscribers. It is in- 
teresting to note that motor stocks in 
general had not been too popular with 
investment companies during the three 
months preceding the Ford offering, at 
least two dozen investment companies 
having liquidated an approximate total 
of $8 million market value of General 
Motors. 


Trend to Foreign Investing 


NTERNATIONAL INVESTORS INCORPORA- 
| ery recently organized mutual fund 
investing in a world-wide area, has an- 
nounced that it is now available for 
public subscription. John C. Van Eck, 
Jr. is president of International. Follow- 
ing closely the organization in recent 
years of companies designed to invest 
primarily in Canada, this is the second 
mutual to point in the direction of an 
expanded area of international invest- 
ment beyond Canada, as a major pol- 
icy. Of course, two of the earlier com- 
panies — Scudder Fund of Canada and 
New York Capital Fund of Canada, Ltd. 
— can and do invest in other areas be- 
side the Dominion. Two closed-end 
companies—but organized by large fi- 
nancial interests and closely held—have 
also been recently formed to invest on 
an international basis. 


detailed 


International Investors has 





investors. 


operation with such clients. 
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Investment Advisory Service 


BROWN BROTHERS HARRIMAN & Co. has served for many 
years as investment adviser to a substantial group of clients 
throughout the United States. 


Our staff includes specialists experienced in the invest- 


ment problems confronting trustees and other institutional 


We welcome inquiries regarding our program of co- 


BROWN BROTHERS HARRIMAN & Co. 
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59 Wall Street, New York 5 
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the primary reasons which dictate a 
diversified investment in the Free World 
outside the United States today: 


(1) “The long-term economic 
growth abroad will continue to be 
rapid, especially in certain areas; 


(2) the greater investment values 
now often obtainable abroad in terms 
of lower price/earnings ratios and 
higher yields will become increasingly 
recognized by American investors as 
confidence develops; 


(3) the political outlook abroad will 
continue to improve gradually (lower 
taxes, sounder monetary policies, 
more favorable attitudes toward 
American investors) ; 


(4) there will be a gradual integra- 
tion of the Free World’s economy by 
progress toward convertibility of 
major currencies and by the removal 
of many of the remaining trade re- 
strictions thereby leading to an era 
of expanding world trade; and 


(5) the United States will become 


increasingly dependent on _ certain 
foreign raw materials.” 
Fundamental Investors’ annual _re- 


port points out that the even faster rate 
of growth in the rest of the Free World 
influenced an increase in the Fund’s 
metal holdings and increased emphasis 
on the shares of petroleum companies 
having important production or market- 
ing facilities outside of the United States. 


Up or Down? 


(Continued from page 197) 


on the day-to-day availability of mar- 
ketable debt due wiihin one year or 
less is bound to be noticeable. 


It seems to me that only the resump- 
tion of a Reserve policy of aggressive 
restraint, one that carries with it the 
threat of or an actual increase in the 
discount rate, could prevent a lowering 
of the returns offered by Treasury se- 
curities of “money-market” type. This, 
in turn, may buoy the price and lower 
the yields of next longer Treasury ma- 
turities. This process is a pervasive one. 
It can carry through the Treasury 
market into other markets. The forces 
at work will build to maximum strength 
during the late spring and early sum- 
mer, a period when commercial banks 
are under a minimum need to sell Treas- 
ury and other securities. 


Reserve Credit Policy 


If any further enlargement in business 
activity is held to the limits that I have 
indicated for “the FRB,” it is unlikely 
that there would be need for either 
more restraint or ar increase in the 
discount rate. This is partly because 
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such an improvement in business would 
enhance prospects of further improve- 
ment in the Federal budget or, at least, 
underwrite the improvement in pros- 
pect for the second half of the year. On 
present indications. the Treasury should 
have to raise not more than %4 to % 
of the cash needed in the second half 
of 1955. To the extent that the Treasury 
is in this position, then the Reserve is 
placed in a better position to look favor- 
ably on a fairly strong demand for 
private credit later on. 


There is, of course. the other side of 
the coin. The prospects of price in- 
creases have been in some degree anti- 
cipated in various lines. There has been 
some building of inventories. Certainly, 
inventories cannot continue to build un- 
less demand at the consumer level also 
increases. Even then, there will come 2 
point when further inventory increases 
will be less welcome to holders. We see 
some indications that consumer demand 
over-all may do well to hold at about 
present levels. 


However, it is in 2 business condi- 
tion like the present. where we rock 
along at a high levei of activity, that 
the improved position of the budget 
could have maximum effect. This is be- 
cause the impact of the budget during 
the first half of 195€ should tend to 
the 
short-term Treasury and money-market 
issues. In such circumstances, there 
should be a good prospect of some re- 
laxation in credit policy including a 
reduction in the discount rate. 


depress, particularly. yields on 


To sum things up. I think that the 
greatly-improved position of the Federal 
budget is one of the most powerful 
forces in the equation that will deter- 
mine whether the rate of return on your 
money from fixed-income securities is 
apt to go up or down. For the first 
time in some years, the position of the 
budget is consistent with the require- 
ments for economic stability in a period 
of high level business activity. When 
the Federal budget meets such economic 
requirements, the budget exerts a strong 
force that tends to resist an upsurge 
in interest rates of the sort that would 
enable you to look forward to a higher 
rate of return. At the same time, if 
business conditions remain good but 
lack the steam that characterized 1955, 
the greatly-improved budget position 
should cause you to expect a lower rate 
of return on your money. So, when you 





add it all up, the rate of return on ! 


your money from fixed-income securi- 
ties is more apt to go down than up. 
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ast, | Indices are based on fund operation during the period covered and are No responsibility is assumed in so far as ay ager ee with the er 

ros- not a representation of future results. They should be considered in the .™ a4 pee cee oe aa, Edison die oskener 
On light of the individual companies’ investment policies and objectives ol gp calling 39° 1056 clicion ee oe enasuak 
yuld and the characteristics and qualities of the investments of these companies. These will soon be added to a revised short form index. 

=: h, _—- 

half Reference should be made to the introduc- I 6 ? 16 id * ” - 

sury tory article in July 1949 issue, outlining pur- 12/31/35 12/30/39 to 2/29/56 Last 12 mo. Div. %| prin. Less | 5-¥r- Avg. 

e is poses of aoe gang and ee in 2/29/56 Net Cum. Cap. | Net Invest. 

selecting stock and cost-of-living averages, incipal " istr. i 
ywl periods and in interpretation of data. Principal Pg —“ gh Principal — — yoy seniedions 
BALANCED FUNDS 
f American Business Shares oa 65.0 176.3 175.2 3.36 5.03 112.8 3.48 
a. os Axe-Houghton Fund “A” —_ 71.4 269.4 +268.6 2.61 5.09 +196.7 2.75 
in- Axe-Houghton Fund “B” — 88.1 302.8 302.4 2.83 4.53 234.6 3.56 

anti- Boston Fund 103.1 60.2 234.6 233.6 2.68 3.22 188.1 3.13 

been Commonwealth Investment 106.3 73.5 290.1 290.1 | 2.93 3.13 240.1 3.54 

i Dreyfus Fund**** (c) — — 282.2 271.4 2.31 7.58 228.4 3.15 e 

e Eaton & Howard Balanced 114.5 73.6 $255.7 255.4 | 2.85 2.22 223.7 3.41 
| un- Fully Administered Fund (Group Securities) —_ aa 69.4 186.0 4185.4 3.37 10.30 +139.3 3.30 
also | General Investors Trust 110.0 65.2 180.7 180.2 | 3.36 3.74 139.6 4.02 
ne 2 Investors Mutual _— 73.5 210.1 207.7 3.34 1.61 174.0 3.86 e@ 
Johnston Mutual Fund — — $262.3 262.3 3.09 4.01 233.3 3.60 e@ 
2ases we . wee kok 
Nation-Wide Securities ~ 102.6 59.6 %$176.6 176.4 3.21 3.26 142.2 3.79 

> See George Putnam Fund __. — 69.2 208.9 +205.7 2.92 3.87 +168.0 3.47 

nand Sender Stevens & Clark 97.4 80.9 205.4 205.0 2.89 4.13 170.3 3.17 

bout Wellington Fund _ 105.2 75.0 $219.4 219.0 3.02 3.06 170.1 3.43 

Whitehall Fund —.... — — 265.7 264.9 3.25 5.30 220.9 3.69 e@ 
Wisconsin Fund, Inc.*** __. — 65.1 306.8 301.0 3.14 . 7.26 208.5 3.53 
ae AVERAGE: BALANCED FUNDS ___ -| 105.6 70.8 232.9 231.4 3.00 4.38 176.9 3.46 
TOCK 
‘ia STOCK FUNDS 

ae Affiliated Fund*** ____ — 50.2 246.9 246.4 3.53 4.75 152.8 4.06 
— Broad Street Investing Corp. 109.9 60.1 $307.5 306.8 | 3.52 3.17 251.5 4.31 

s be- Bullock Fund 109.8 61.0 296.0 4295.0 2.75 3.44 $238.5 3.87 
iring Delaware Fund — 76.1 215.2 214.3 2.97 5.27 122.1 3.54 
a Diversified Investment Fund, Inc.*** (c) a —_ 218.3 216.3 4.01 4.40 185.5 4.72 @ 

‘ia Dividend Shares 109.0 62.1 $246.9 245.8 2.93 3.00 199.3 3.83 
F Eaton & Howard Stock 107.1 62.7 $358.3 357.8 2.34 3.41 305.4 3.19 
arket Fidelity Fund pe — 360.8 357.1 | 348 2.43 309.4 4.26 @ 

there Fundamental Investors 105.2 64.8 $385.0 +383.8 3.02 3.63 4322.8 3.89 
— Incorporated Investors 103.6 63.9 %$385.8 +384.9 2.56 5.80 +310.8 3.38 

; Institutional Foundation Fund — -— 247.9 $244.7 3.21 3.77 4186.9 3.49 @ 

—* Investment Co. of America one 50.8 %+304.1 303.9 2.59 6.97 216.2 3.27 

Knickerbocker Fund — 69.0 144.7 143.4 3.45 7.04 85.9 2.49 
t the Loomis-Sayles Mutual Fund (c) ~ 72.4 74.2 236.7 236.7 | 2.78 5.65 156.0 2.91 
Massachusetts Investors Trust 110.7 50.7  %320.0 318.6 3.38 2.47 293.8 4.12 

deral ; Mass. Investors Growth Stk. Fund __..__--—=—S 114.2 57.4 $330.9 7328.2 1.96 5.67 $264.8 2.54 
verful Mutual Investment Fund (c) 129.7 56.1 212.4 +210.1 2.75 3.44 $167.2 2.70 
Jeter- National Investors — 60.7 3864.4 364.4 2.38 5.53 279.8 3.02 

ails National Securities — Income*** (c) _.._ — 66.0 $144.5 4142.4 4.62 2.17 7121.1 5.37 @ 

corel New England Fund (c) 117.4 61.4 199.4 198.3 3.49 7.16 145.8 3.76 
les 1S Selected American Shares 123.8 60.9 $253.4 252.6 3.00 6.10 186.5 3.77 

first , Sovereign Investors — 62.5 197.4 195.3 3.44 1.79 165.4 4.62 

if the State Street Investment Corp. 92.8 60.7 300.9 298.5 | r2.48 8.05 193.3 2.76 
quire- Wall Street Investing Corp. (a) — — 4337.7 336.3 2.85 0.45 322.4 3.53 e@ 
yeriod AVERAGE: STOCK FUNDS 108.1 63.2 285.9 284.6 2.92 4.49 220.1 3.49 
When 90 STOCK INDEX (Standard & Poor's) 106.7 | 59.3 368.6 360.0 ~. _ _ ais 
nomic CONSUMER PRICE INDEX (B.L.S.) —.. _ n99.7 + n193.6 — — — — — 
trong * ———— ' 
surge ‘ . . . 

i: Base index number of 100 is the offering price on Dec. 30, 1939. 

Saliow COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective COL. 17 represents figure obtained by dividing such dividends accruing over 
ugner dates indicated are added all capital distributions to such data and the re- the annual period ending with the stated date by the average of the twelve 
ne. if sultant sum is divided by the 1939 base offering price. month-end offering prices ending on the corresponding date. j 
1 but $01. 19 represents the current month-end bid (col. 16 less all capital distri GiStribution, if any, from capital gains or any other source, for the current 
1955. . annual period. 

= INCOME PERCENTAGE includes only those dividends paid by the com- COMPANIES ORGANIZED AFTER 1939 are given an initial index number 
sition Paries out of income earned from dividends and interest on their portfolio on the date they commence business equal to the average of all those stock 
~ gate = rities (excluding all capital distributions). or balanced funds in existence at the time. 

n you n—-naew revised series adjusted to Dec. 1939 base. +Ex-dividend current month. **Became Balanced Fund in 1945. 

5 r~plus rights. tHigh reached current month. ***Not included in balanced or stock average. 
rn on (c)-—regrouping awaits new detailed classifications. @Principal index begins after 1939 base date. ***%*Name changed from Nesbett Fund. 
securi- New England a flexible fund with current 


balanced policy. past 6. 
up —Does not reflect new acquisition cost. Cor- 


rection Feb. ’56, Col. 16, 326.7. COPYRIGHT 1956 BY HENRY ANSBACHER LONG. 


STATES RCH 1956 201 





































































































































































































Millions of Dollars 
1200 gee : : 
UNION CARBIDE | ys | | 
1,000 } — Le 
AND CARBON CORPORATION / | 
1955 Annual Report Summary 7 
400 
CONDENSED INCOME STATEMENT 
200 
1955 1954 - 
Ee SE CS ee re ee $1,187,153,197 $923,693,379 0 | 
ST Re Ee 1,207,883,693 946,174,299 1946 ‘47 ‘48 49 "50 "51 °52 °53 '54 °55 
Cost of Goods Sold, Selling, General, and 
Administrative Expenses............. 804,255,363 668,418,442 Sales 
Depreciation and Amortization.......... 106,307,911 93,712,849 
Interest on Promissory Notes........... 14,737,500 11,913,750 
Net Income Before Federal Income Taxes 
and Renegotiation.................. 282,582,919 172,129,258 saa 
Provision for Federal Income Taxes and Millions of Dollars 
Renegotiation...................... 141,827,061 82,349,987 175 : 
ES Te 140,755,858 89,779,271 A 
Net Income per Share................. 4.83 3.10 150 i x 
ee ee ean 87,206,032 72,381,985 NET INCOME | / \L / 
125 ~ = 
oS f ‘ / 
CONDENSED BALANCE SHEET 100 t a 
Assets ~~ / ™ 
Pete: Garrent Assets. ................. $677,219,203 $553,594,053 15 + l 
Fixed Assets After Accumulated Deprecia- | \ INCOME TAXES 
tion and Amortization............... 670,435,893 675,518,610 50 — <= 
Investments in Affiliates and Foreign Sub- 2 
ES, ko feck ox S6'a se xs 3% 17,508,524 15,862,794 25 
I kee ede say ees 6,824,192 6,660,502 | 
Patents, Trade-Marks, and Goodwill. .... ] l 01 
$1,371,987,813  $1,251,635,960 1946 "47 48 "49 "50 "SL "52 53 "54 "55 ' 
‘var Net Income and Income Taxes | 
Liabilities 
Total Current Liabilities............... $229,098,541 $156,946,120 
2.70% Promissory Notes............... 110,000,000 120,000,000 af 
3.75% Promissory Notes............... 300,000,000 300,000,000 Millions of Dollars 
Capital Stock— 100 
28,499,319 shares (28,388,894 shares in 
REISE Ea eee 217,149,684 212,662,021 80 f 
627,300 shares (563,900 shares in 1954) 
held by the Corporation as col- | 
lateral under the Stock Pur- 60 
chase Plan for Employees... . 36,409,539 23,775,439 ; 
29,126,619 shares (28,952,794 shares in 40 Fi 
EERE OR ee 253,559,223 236,437,460 
Less present amount of Agree- 20 
IE ree ee eee 35,891,641 23,419,484 
217,667,582 213,017,976 0 
NN EE ET 515,221,690 461,671,864 1918'20 ‘25 30 '35 ‘40 “45 ‘50 ‘55 
¢ 5 C Or 3 
$1,371,987,813 $1,251,635,960 Dividends Paid , 
*Copies of the complete 1955 Annual Report of Union Carbide and Carbon Cor- 
poration will be furnished cn request. Also available is an illustrated booklet 
that describes the products and processes of Union Carbide and tells how the 
Corporation’s research helps satisfy basic human needs. If you wish copies of 
these booklets, please write to the Secretary, Union Carbide and Carbon Cor- 
25 poration, 30 East 42nd Street, New York 17, N. Y. 
UCC’s Trade-marked Products include 
Evereapy Flashlights and Batteries * Dynel Textile Fibers « SYNTHETIC ORGANIC CHEMICALS ¢ PreEstT-O-LITE Acetylene \ 


PresTONE Anti-Freeze * ELECTROMET Alloys and Metals « Haynes STELLITE Alloys « Unrton Carbide « LinpE Oxygen 
Union Caribe Silicones* BAKELITE, VINYLITE, and KRENE Plasticse NATIONAL Carbons* ACHESON Electrodes* Pyrorax Gas 
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RESIDENT EISENHOWER RAISED THE 
= 100-fold in the international 
atomic poker game when he announced 
the United States would make available 
20,000 kilograms — about 22 tons — of 
Uranium - 235 for foreign power re- 
actors. 


At the same time, he announced an- 
other 20,000 kilograms would be avail- 
able for power reactors in the United 
States. 


The action was significant in several 
ways. One significance lost in the inter- 
national and political discussion is the 
amount. The total amount of pure fis- 
sionable material, 40,000 kilograms, has 
the energy content of about 110 million 
tons of coal. 


Lewis L. Strauss of the 
L. S. Atomic Energy Commission said 
the 40,000 kg. of U-235 was worth $1 
hillion. Even to many students of the 
UL. S. atomic energy program, the 
amount was a surprising indication of 
U. S. capacity to produce a primary 
atomic bomb material. Since the Presi- 
dent could release the material only 
after established military requirements 
are satisfied, the U. S. atomic military 
strength is apparently much greater 
than outsiders realized 


Chairman 


The strings attached to the U-235 
stocks were interesting. None can go 
to countries now producing the material. 
This means neither England nor Russia 
will be eligible. Soviet satellites are spe- 
cifically excluded. 


Obviously, the U. S. move was some- 
thing more than just another bit of 
foreign aid. The President termed it 
“an earnest” of our belief in the poten- 
tial of the peacetime atom. It also dis- 
courages competitors in the production 
of U-235, and it may help build a peace- 
time market for the output of the huge 
U. S. gaseous diffusion plants at Oak 
Ridge, Tenn., Paducah, Ky., and Ports- 
mouth, Ohio. 
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NUCLEAR ENERGY REPORT 


Developments of Investment and Commercial Interest 


GOVERNMENT AND BUSINESS — PARTNERS 
IN DEVELOPMENT 


EDWARD R. TRAPNELL 


Associated with Bozell & Jacobs, Inc. 


To the U. S. industrialists interested 
in building reactors utilizing U-235, 
either for U. S. power plants or for 
export, the President’s action practically 
erased their concern as to the availa- 
bility of the concentrated nuclear fuel. 


An interesting side note to the Presi- 
dent’s announcement was a report from 
West Germany that scientists there had 
found a new and apparently much simp- 
ler way of separating the rare U-235 
isotope from the non-fissionable U-238 


which makes up about 99.3 per cent of 


uranium as it occurs in nature. U. S. 
plants separate the U-235 by a gaseous 
diffusion process which is basically a 
filter system of thousands of stages and 
requiring immense amounts of power to 
pump the gas through the system of 
filter-barriers. The German method is 
said to accomplish the same thing by 
forcing the gas through a flat nozle at 
supersonic speeds. No details are avail- 
able but the report is of great interest 
and could signify Germany’s entry into 
the business of supplying U-235 fuel. 


The availability of adequate supplies 
of U-235 from the U. S. is important to 
the proposed six-nation West-European 
atomic energy development pool. Reac- 
tors fueled by natural uranium have 
been favored by these countries because 
of the cost of facilities for separating 
U-235. The U. S. has supported efforts 
to bring about a combined development 
authority in western Europe and the 
offer of concentrated fuel is a construc- 
tive step. 


Can the Nation Wait for Atomic 
Power Development by Industry? 


A dash of cold water was thrown last 
month on the optimism of those who 
envisioned in 1954 (and since) a pri- 
vately financed world-leading program 
for the U. S. development of atomic 
power and the retreat of the govern- 
ment from the business of investing in 
anything but experimental machines. 


AEC Commissioner Thomas E. Mur- 
ray, a successful engineer and indus- 
trialist in his own right, went before 
the Joint Committee on Atomic Energy 
to propose that the Atomic. Energy 
Commission embark on an all-out pro- 
gram, using public funds to build in ten 
years power reactors with a capacity 
of ten million kilowatts. 


“T hold as a matter of principle” said 
Mr. Murray, “that whenever a task can 
be satisfactorily perfurmed by private 
industry, the fulfillment of that task 
ought to be left to private industry. This 
principle is basic to the American sys- 
tem of free enterprise. However, the 
question is, can the concrete task in 
front of us in the atomic power field be 
satisfactorily performed by private in- 
dustry alone, or with limited assistance 
from the government? It can not. Not 
only is the cost too high and the time 
schedule too short; the immediate in- 
centive that would make for the re- 
quisite urgency is presently lacking.” 


Mr. Murray urged that the U. S 
“adopt and adhere to a policy which 
recognizes that the establishment of a 
commanding lead in the atomic power 
race is a matter of urgent importance 
to the United States.” Under question- 
ing by Senator Pastore, he said that 
private industry “is not” and “cannot” 
meet the challenge to keep the United 
States ahead in the development of nu- 
clear power, that industry was not 
“equipped” to do the job. 


Mr. Murray said his plan, a two-stage 
program calling for reactors with a 
million kilowatts of generating capacity 
between now and 1960 and ten million 
by 1965, would cost $1 billion over 
the next five years. 


He emphasized the importance of the 
reactors to be built for overseas instal- 
lation, criticizing the Commission for 
failure to develop an aggressive pro- 
gram to build nuclear reactors over- 
seas. 
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America’s first full-scale atomic energy power plant, scheduled 
for completion in 1957, under construction at Shippingport, Pa. 
The container will house boilers where water from the nuclear 


reactor will generate steam. Electricity will be fed into the 
Duquesne Light Co. system. 


Of this amount, 
according to the 
testimony submitted 
by the Commission 
the month before, 
$145 million is ac: 
counted for by three 
projects — Consoli- 
dated Edison, Com- 
monwealth Edison, 
and _ Pennsylvania 
Power & Light, — 
which do not in- 
volve any govern- 
ment financial con- 
tribution. These 
three plants will be 
built under license. 


The rest is ac- 
counted for in the 
projects proposed 
under the Power 
Reactor Demonstra- 
tion Program, in 
which the Commis- 
sion will give vari- 
ous types of assist- 
ance, by Yankee 





Chairman Lewis L. Strauss heard the 
testimony given by Mr. Murray but 
offered no comment. He indicated he 
may have a report of his own to the 
Committee at a later date. Mr. Murray 
had said that AEC reports had given 
an “erroneous and misleading optimis- 
tic picture of the status of our power 
reactor program.” 

Mr. Murray’s comment and proposal 
are significant because they may find 
considerable support in Congress. The 
question, however, is not one as to the 
initiative shown by private industry 
in response to the 1954 changes in the 
law; it is one of whether such a “na- 
tionalized” program is necessary to 
maintain America’s leadership in the 
field. The fact remains that private in- 
dustry in America is competing with 
national efforts in England and Russia. 

“To win this race will not be easy,” 
said Mr. Murray. “our experience at 
the Geneva Conference last summer 
gave us a new respect for the capabili- 
ties of Soviet scientisis. . . In view of 
everything we now know about Soviet 
abilities and announced intentions, we 
have small cause for complacency and 
much cause for action.” 


$255 Million in Private Capital 


AEC witnesses told the Joint Com- 
mittee on March 1 that $255 million in 
private capital is represented in atomic 
power projects now under way. 
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Atomic Electric Co., 

Detroit Edison, and Consumers Public 
Power District of Nebraska. 

In addition, private industry is put- 

ting about $20 million into the AEC’s 
own experimental program. 


AEC now has under study the pro- 
posals submitted under the second 
round of the Power Reactor Demonstra- 
tion Program for small units. Three 
were submitted by municipal electric 
systems—Holyoke, Mass., Orlando, Fla., 
and Piqua, Ohio; three by electric co- 
operatives—Alaska, Michigan and Min- 
nesota, and one by the University of 
Florida. The Commission has not an- 
nounced any action on these proposals. 


Two additional projects have been 
added to the list of non-government 
projects. Reports apparently well found- 
ed but not immediately confirmed by 
the principals were that Florida Power 
& Light Co., Florida Power Co., and 
Tampa Electric Co., are planning a joint 
project for a 200,000 kw. plant which 
could feed all three systems. A new 
project of this size would add probably 
another $50 million to the total of pri- 
vate capital commitments. 


Pacific Gas & Electric and General 
Electric announced they would build in 
the San Francisco area a 5,000 kw. pro- 
totype of the 180,000 kw. plant to be 
built near Chicago for the Common- 
wealth Edison group, of which PG&E 


is a member. 


Symposium on Atomic Energy 


The winter issue of Law And Con- 
temporary Problems, published by the 
Duke University School of Law, is de- 
voted entirely to the question of atomic 
power development. All of the authors 
have been professionally active in the 
broad field of atomic energy and in nine 
special articles cover as many phases of 
the problem of development of atomic 
power, from power plant economics 
through information control, patents, 
and international aspects to the role of 
the states. 


Taken together, these articles provide 
a basis of understanding of some of the 
problems and issues which only time 
and the workings of political machinery 
can clarify. Several of the articles are 
of sufficient interest to justify discussion 
in subsequent reports in this space, but 
one bears directly on the point brought 
up by Commissioner Murray. 

Dr. Daniel Wit of ihe University of 
Michigan, in the article on “Interna- 
tional Aspects,” emphasizes the “neces- 
sity for the United States to formulate 
a full-blown and complex atomic power 
foreign policy,” which, he says must 
be “well integrated with existing broad 
international objectives and_particular- 
ly with our foreign economic, technical. 
and psychological studies.” 


Dr. Wit is director of a study of the 
Implications of Power for 
American Foreign Policy of the Michi- 
gan Memorial - Phoenix Project, and 
says, “The Atomic Energy Act of 1954 
probably will have to be amended to 
facilitate private American atomic ac- 
tivity...” He comments that the “agree- 
ments for cooperation” negotiated so 


Atomic 


far have done little more than offer 
some “fundamental education.” 
His conclusion is that the United 


States has “done little more than take 
the first few steps toward the necessary 
institutionalization of atomic power as- 
sistance and cooperation, internation- 
ally. Though we have recognized the 
demands of the situation and the re- 
quirements of our own position suffici- 
ently well to play the international role 
of innovators of cooperation, a_ virile 
United Nations agency and a coordina- 
ting and regulatory agency for Western 
atomic activity has not yet been spon- 
sored, though their contribution to 
world and Western well-being could be 
tremendous. Work on the skeleton for 
a sound American atomic power foreign 
policy, thus, has been commenced. We 
must now add some real flesh and 
muscle.” 
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Engineering in Action—a creative ap- 
proach that reaches out into many fields 
of engineering for new principles and new 
ways to apply them. . . for better perform- 
ance, lower cost, and longer life. 
Engineering in Action starts with a way 
of thinking—in laboratory research, field 
testing and manufacturing methods. It 
makes the name ‘“‘Allis-Chalmers” a 
symbol of better living and better things 
to come. 


For copies of the 
Annual Report write 


Allis-Chalmers Manufacturing Co. 
Shareholder Relations Dept. 
1141 S. 70th St., Milwaukee 1, Wis. 


PLANTS 


Beardstown, Illinois 
Boston, Massachusetts 
Cedar Rapids, lowa 
Gadsden, Alabama 
Harvey, Illinois 
Independence, Missouri 
LaCrosse, Wisconsin 
LaPorte, Indiana 
Norwood, Ohio 

Oxnard, California 
Pittsburgh, Pennsylvania 
Springfield, Illinois 
Terre Haute, Indiana 
West Allis, Wisconsin 


Essendine, England 
Lachine, Quebec, Canada 


St. Thomas 
Ontario, Canada 


Power Equipment 
Industrial Equipment 
General Products 
Construction Machinery 
Farm Equipment 
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34,774,217 
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153,751 
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Higher wage rates, increased local and 
state taxation, rising material costs and 
more competitive pricing of products are 
some unfavorable prospects viewed for 


1956. 


General optimism appears to have 
been shaded. although activity and earn- 
ings are not expected to decline for 
many companies. The current years oper- 
ations may represent a high level plateau 
for some, after several years of steady 
upward progress. 





AMERICAN AIRLINES, INC. 
by WituiaM J. Hocan. senior vice 
president 


to St. Louis Society of Security 
Analysts, Feb. 20. 


American has led the air lines in the 
use of faster equipment, better service 
and in transition to a more satisfactory 
earnings position. From a deficit of 
$3 million in 1948, earnings mounted 
to $10.5 million in 1950 and $18.6 mil- 
lion in 1955. 


$2.42 a common share for 1955 repre- 
sented a 63% increase over $1.54 for 


1954. 


40 four-engined aircraft are to be 
added in 1956 and 1957. 35 Lockheed 
turbo-props and 30 Boeing 707 jets are 
on order which will cut coast-to-coast 
flying time in half by 1959 when Amer- 
ican will pioneer transcontinental jet 
service. 


COMMONWEALTH EDISON CO. 


by J. Harris Warp, executive vice 
president 


to The Security Analysts of San 
Francisco, Jan. 24. 


Gross plant doubled in 10 years and 
is carried at $1,450 million at Decem- 
ber 31, 1955 after transfer of $148 
million of plant to Northern Illinois 
Gas Company. 


$600 million of additional facilities are 
now contemplated for the four years end- 
ing in 1959: $275 million for generating 
facilities; $310 million for distribution 
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facilities; $15 million for general plant. 
Financing is to be provided by $320 
million additional new money and $41 
million of the proceeds from recent com- 
mon stock financing. Needs for new 
money in 1956 are estimated at $35- 
$50 million. 


Capitalization now totals 52% 
and 48% equity. 


1955 earnings wili reach $2.60 a 
share compared with $2.70 in 1954. 
Lower earnings reflect the loss of reve- 
nues from divested gas company in- 
vestments and the dilution of the addi- 
tional common stock sold late in the 
year. Had the sale of this stock been 
deferred to 1956, per share earnings 
would have reached $2.75 for 1955. 


debt 


DRESSER INDUSTRIES, INC. 
by R. E. REIMER, vice president and 
treasurer 


to St. Louis Society of Financial 


Analysts, Feb. 16. 


Preliminary earnings for the first 
quarter of $1.60 a share against 91 
cents for the corresponding quarter of 
1955 supported the forecast that Dresser 
will set new records in both sales and 
earnings. 


“Based upon the announced plans of 
the oil, gas and chemical industries for 
adding to facilities during 1956... 
which now account for over 75% of 
Dresser’s sales . . . we have every rea- 
son to believe that these vital industries 
will continue to show substantial growth 
in the years ahead . . .” 


Acquisition of Southwestern Indus- 
trial Electronics Company extends 
Dresser’s services into oil and gas ex- 
ploration; automatic controls involv- 
ing electronic applications are manu- 
factured by its affiliates, Lane Wells 
Company and Wells Survey, Inc. 


Earnings of $6.50 a share are ex- 
pected in fiscal 1956 based upon esti- 
mated sales of $185 million. 


EMERSON ELECTRIC MFG. CO. 
by W. R. Persons, president 


by Cleveland Society of Security 
Analysts, Feb. 8. 


An _ estimated of 50% in 
sales of electronic and avionic equip- 
ment and an upswing in production of 
fractional horsepower motors is expect- 
ed in 1956. 

93 cents earned in the first quarter 
of fiscal 1956 compares with a net loss 
in the corresponding preceding quarter. 


increase 


Plant capacity now stands at about 
$122 million a year and the backlog 
was $27 million at the quarter’s end. 

Total sales of $59 million estimated 
for fiscal 1956 should provide a larger 
per share total than the $2.33 a share 
reported in 1955 on sales of $50.3 mil- 
lion. 


EQUITABLE GAS COMPANY 
by A. W. Conover, president 


to New York Society of Security 
Analysts, Feb. 1. 


This integrated natural gas company 
became independent in 1950, and now 
serves some 241,000 customers, di- 
rectly and through subsidiaries, in 
Pennsylvania, West Virginia, and Ken- 
tucky. Gas service revenues aggregated 


$38 million in 1955. 


A plant is under construction to ex- 
tract heavier hydrocarbons from nat- 
ural gas. The products are to be sold 
to Union Carbide’s plant at Maytown, 
Kentucky. $7.7 million of construction 
cost is provided by bank loans, repay- 
able in equal instalments over 15 years. 
The balance, estimated at $1.2 million, 
will come from the sale of the subsidi- 
aries’ capital stock. 


1955 earnings of $2.03 a share are 
expected as compared with $1.81 in 
1954, reflecting rate increases and an 
all time high in revenues. 

Higher revenues are indicated for 
1956 but wages and Pennsylvania taxes 


TRUSTS AND ESTATES 








1 ———¥ 





pepe 








in 


uip- 
1 of 
yect- 


irter 

loss 
rter. 
bout 


klog 


ated 
rger 
hare 
mil- 


pany 
now 

di- 
, in 
Ken- 


rated 


) ex: 
nat- 
sold 

own, 

ction 
spay- 
ears. 
llion, 
»sidi- 


» are 
1 in 











RS des 


will be higher. Subject to weather 
normality per share results for 1956 are 
estimated “at least as high as 1955.” 


FRUEHAUF TRAILER COMPANY 
by Roy FRUEHAUF, president 


to Atlanta Investor Group, Feb. 2. 


Sales of $235 million, an increase of 
54% and earnings at the highest level 
in the company’s 43 years of trailer 
building were recorded for 1955. 


Sales of $400 million are estimated 
for 1956 based upon: newly acquired 
manufacturing facilities; confidence in 
continued national prosperity; strength 
of the Company, directorate and man- 
agement team; increasing use of truck 
and trailer, accelerated by “Piggy back” 
and “Fishy back” innovations. 


INTERLAKE IRON CORPORATION 
by R. W. THompson, president 


to New York Society of Security 
Analysts, Jan. 31. 


The largest producer of pig iron, 
Interlake has about 20% of U. S. 
“merchant iron” capacity and 2°% of 
blast furnace capacity. Customers total 
800, 
and ingot mold companies, automotive 
and farm implement manufacturers, 
railway car builders and oil and gas 
companies. 


comprising non-integrated — steel 


Ownership interests are held in 21 
iron ore mining companies which as- 
sure adequate domestic ore supplies for 
many years. Interlake has a 10% inter- 
est in the Minnesota taconite develop- 
ment of Erie Mining Company which 
can produce 7.5 million tons of pellets 
annually. 

Sales for 1955 of $100 million ex- 
ceeded the previous high of $81 million 
in 1953. Net reached $8.5 million after 
$3.75 million of amortization. Previous 
earnings high was $6 million in the 
lower tax year of 1949. 


INTERNATIONAL TELEPHONE AND 
TELEGRAPH CORPORATION 


by PauL F. SwWANTEE, comptroller 


to Cleveland Society of Security 
Analysts, Feb. 21. 


More favorable exchange conditions 
permitting larger dollar remittances 
will bring earnings for 1955 up to $2.00 
a share compared with $1.35 for 1954. 
This favorable trend is expected to con- 
tinue throughout 1956. 


“Although originally IT&T’s activi- 
ties were primarily in the operation of 
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communications companies, today less 
than 20% of its net income is derived 
from this source. The broad base of 
operations is now research, development 
and manufacture of electronic equip- 
ment. . . 


“The Corporation now has 30 manu- 
facturing units in 19 countries . . . sales 
outlets throughout the world . . . four 
major research laboratories in_ the 
United States, England, France, and 
Germany. In addition, independent re- 
search and development work is carried 
on in many of the Corporation’s major 
factories.” 


KROGER COMPANY 
by Josepu B. HALL, president 


to New York Society of Security 
Analysts, Feb. 13. 


Acquisitions of smaller chains con- 
tributed to sales increase since May 
1955. $1,450 million of sales are fore- 
cast for 1956, about 20% more than 
1955. 


Capital expenditures of $43 million 
are scheduled for the current year; $20 
million is for new stcres and remodel- 
ling of old ones and $14 million for 
new warehouses. 
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160 new stores are to be opened in 
1956 while 268 older and smaller stores 
will be closed. In 1955 93 stores were 
opened and 263 closed. 


SEARS, ROEBUCK AND CO. 
by F. B. McConneE Lt, president 


to New York Society of Security 
Analysts, Feb. 2. 


Mail order, retail. factory, foreign 
and the All-State Insurance companies 
are Sears’ principal divisions. Today 
“catalog sales” would be a better de- 
scription than “mail order” with 676 
catalog-sales offices across the country 
where samples are displayed, credit es- 
tablished and customers guided in se- 
lection. 


There are 106 “A” stores in metro- 
politan areas, 280 “B-1” stores and 322 
smaller retail stores. Per store annual 
volume ranges from $24 million down 


to $300 thousand. 


16 factories are owned outright and 
financial interests are held in 47 others. 
Wholly owned factories sold $100 mil- 
lion in 1955 and 24% of Sears pur- 
chases were made from 
affiliated factories. 


Latin America, Canada, and Au- 
stralia now have Sears stores. $41 mil- 
lion investment in Latin America now 
produces sales of over $66 million. 


its own or 


All-State companies are the largest 
writers of direct automobile insurance 
in the country. 


“Sears has had a long and continu- 


ous record of growth . . . started in 
1886 . . . moved to Chicago in 1894. 
From that date—except for depressions 
in 1907-08, 1920-21, 1930-33, the so- 
called recession of 1937-38, and the 
early years of World War I1—the sales 
record shows continual growth. During 
these 61 years the company made pro- 
fits in every year except 1921 and in 
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SOCONY MOBIL OIL CO., INC. 
by ALBERT L. NICKERSON, president 


to New York Society of Security 
Analysts, Feb. 7. 


Projected sales of petroleum prod- 
ucts for 1956 indicate a rise of about 
5% or 4% in the U.S. and 7% abroad. 

“This prospect should not obscure 
the fact that we and the oil industry as 
a whole have problems. Easy supply 
conditions in most products presage a 
continuance of intense competition that 
was apparent, particularly in gasoline 
price wars, during 1955. Labor costs 
are rising .. . increased costs attendant 
on the search for and exploitation of 
new oil reserves. . . It is our hope that 
the impact of these influences will be 
minimized by increased business vol- 
ume and improved operating efficiency.” 


THE SOUTHERN COMPANY 


by James M. Barry, chairman executive 
committee 


to New York Soc‘ety of Security 
Analysts, Feb. 15. 


Operating company securities of $34 
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million will be sold to the public to 
finance the 1956 construction program 
of $93 million. $55 million will come 
from operating company funds and the 
balance $5-6 million from Southern’s 
cash. 


Southern has invested $178 million 
in its four operating companies since 
1948 so that the common stock equity 
has risen from 22.6% to 32.3% Mort- 
gage debt has been stabilized at about 
54%. 

1955 per share earnings were $1.34 
and total earnings rese 13% over the 
preceding year. On March 5, 1956 the 
quarterly dividend rate will increase to 
25 cents against total dividends of 90 
cents in 1955 and 80 cents in 1954. 


SPENCER CHEMICAL COMPANY 
by KENNETH A. SPENCER, president 
to New York Society of Security 


Analysts, Feb. 9. 


The group presentation by the presi- 
dent, three functiona! vice presidents, 
and the director of research and devel- 
opment summarized Spencer’s present 
position and future outlook. 


In spite of increased competition in 
the nitrogen industry. earnings for the 
year ended June 30. 1956 are expected 
to exceed the $4.04 a share reported for 
fiscal 1955. 


The present oversupply of synthetic 
nitrogen and its products will be in- 
creased by new plants under construc- 
tion. Spencer has taken steps to mini- 
mize the impact of this situation until 
demand catches up with supply. 


VANADIUM CORPORATION OF 
AMERICA 


by WituraM C. KEELEY, president 


to New York Society of Security 


Analysts, Feb. 2). 


Vanadium sales provided less than 
15% of the Corporation’s business in 
the banner year 1955. On a total vol- 
ume of $57.3 million earnings of $4.65 
were reported which compare with pre- 
vious top earnings of $2.58 a share in 
1950. A quarterly dividend of 50 cents 
a share was paid on Feb. 15, 1956 as 
against a quarterly payment of 35 cents 
in February 1954. 


Vanadium has concentrated on_ the 
development of special alloys; chromi- 
um alloys represent 41% of sales, fol- 
lowed by alloys of silicon, aluminum, 
titanium and boron. Chemical products 
are another source of income. 


TRUSTS AND EsTAreEs 





resi- 
ents, 
evel- 


sent 


n in 
- the 
acted 


1 for 


hetic 
> in- 
truc- 
mini- 
until 


than 
ss in 
| vol- 
$4.65 
| pre- 
re in 
cents 
96 as 
cents 


1 the 
roml- 
s fol- 
inum, 
ducts 


TATES 








FORWARD LOOK IN TRUST BUSINESS 


Personnel Key to Capitalizing on Growth Potential 


RICHARD P. CHAPMAN 


President, Trust Division, The American Bankers Association and 
President, “he Merchants National Bank of Boston 


HE OUTLOOK FOR FURTHER GROWTH 
i the trust business has never been 
better. Optimistic forecasts such as this 
one are a popular phenomenon. during 
all periods of general prosperity. but 
in the field of trusts and estates the 
groundwork has been so thoroughly laid 
that the occurrence of a general business 
recession would serve only to temper, 
and not to prevent, our sturdy growth. 
Furthermore, since our services follow. 
and do not precede, the creation of 
wealth, what has already occurred in 
the national economy is what under- 
writes the note of confident forecast. 
Despite the modern Four Horsemen of 
war, pestilence, taxes, and politicians, 
the private wealth of the nation has been 
increasing by leaps and bounds. 


Trust assets in banks total today, in 
the absence of statistics or other au- 
thority, may be in excess of $50 billions. 
It would be interesting to know whether 
our rate of growth in recent years. ex- 
cellent though it has been, has equalled 
or exceeded the rate of growth in na- 
tional consumer wealth. But whatever 
our relative current performance, our 
ultimate potential is being steadily and 
materially enlarged. 


Parenthetically, this absence of ade- 
quate statistics about our business is a 
deficiency which we should earnestly set 
about to remedy. While we may not be 
working completely in the dark, statis- 
tically speaking, we operate in the 
equivalent of the gray pre-dawn. 


We must not comfortably assume that 
this inheritance is to be ours auto- 
matically, without careful planning and 
ceaseless effort. If we faced difficult 
limes and a period of poor business, I 
could be certain that under the spur of 
necessity we would make great strides in 
iniproving methods, in reducing costs, 

id in providing better service. Can we 
equally hopeful that ten years from 
ow we can look back on consistent im- 
rovement in the quality of our service 
hich will be as great a source of satis- 
ction as will have been the growth in 
ir volume of business? 
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Competition for Property 
Management 


To begin with, I think it healthy that 
we face rising competition in the field of 
managing property for others. We com- 
pete not only with one another, but with 
many individuals, whether acting as 
occasional or full-time fiduciaries, and 
for many good reasons this will always 
continue to be the case. I refer especially. 
however, to the rise of other means of 
investing and managing property. Be- 
yond such traditional agencies as life 
insurance companies, which have _ in- 
creasingly adapted their valuable serv- 
ices to the varied needs of the com- 
munity, and savings banks, these would 
include investment counsel and invest- 
ment trusts, for example. Many of the 
services offered are complementary 
rather than competitive, but by provid- 
ing alternative and new methods, the 
tendency is toward enlarging the areas 
of at least potential competition, and | 
would expect this trend to increase. 


I consider this outlook for greater 
competition to be wholly in the public 
interest. We take pride in the flexibility 
of trust services, and we too have been 
steadily broadening the scope of what 
we do. The common trust fund has 
proved itself useful in serving the small 
trust, and there is abundant evidence 
that the mass market for trust services 
is only a Sleeping Beauty ready to be 
awakened by its Prince Charming——the 
trust profession. Great as has been our 
growth already in the field of profit- 
sharing and pension trusts, the future 
holds much more in store. We have done 
little to develop the large potential that 
exists nationally in those estates con- 
sisting largely of closely held and other 
non-liquid assets. Certainly we have no 
lack of opportunities, and expect no 
preemptive rights in any of these fields. 
Sound competition is a means of sharp- 
ening the quality of trust service. 


Inverse Pace of Fees and Costs 


The level’of trust fees has a bearing 
on the future quality of trust service be- 


cause it is an obviously limiting factor 
on the trust department budget. Trust 
fees have not kept pace with the rise in 
costs, and are now quite generally lower 
than is justified by the facts, and neces- 
sary to support quality performance. 
Many of us have been unduly reluctant 
to make appropriate advances in our 
charges, probably deterred by fears of 
an adverse reception by our customers. * 


Higher fees are not an end. but a 
means to support a high quality operat- 
ing performance with a reasonable final 
profit to the bank. Too, there is always 
the risk ‘that we will price ourselves out 
of the market by following this path too 
far. Indeed, life insurance companies 
and investment trusts appear to be re- 
ducing unit costs as they increase their 
dollar assets. While their services are 
not directly comparable with ours, the 
lesson is clear. Higher fee schedules 
should be regarded as only one of 
several attacks on the problem. 


Another approach to improved service 
is by review of operating methods and 
costs. Here, committees of the Trust 
Division have supplied us with praise- 
worthy leadership. In a period of rising 
prices, this activity may seem a rather 
thankless rear-guard action, but it is an 
extremely essential one. Improved elec- 
tronic and other equipment in the offing, 
with the possibilities of applications to 
smaller departments, also hold promise 
that the larger anticipated future vol- 
ume of our business can be absorbed 
with a less than proportionate rise in 
costs. 

The trust business has at least its 
full share of paper work. Have we any 
means or any expectation of controlling 
and reducing it? We can only hope to 
accomplish anything slowly and by 
back-breaking effort on a united front, 
but the potential results make it well 
worth our consideration. On a limited 
scale, a united effort in a few metropoli- 
tan cities resulted in material reduction 
in paper work in connection with fidu- 


*See papers by Messrs. Sherrerd and Burgin in 
this issue, pages 260 and 257. 
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ciary stock transfers. Two obvious areas 
in which great economies would be pos- 
sible through simplified procedures are 
in the preparation of tax returns and 
court accountings. These seem not only 
needlessly complicated, but are enough 
different, one from another, as to re- 
quire substantial duplication of effort. 
The task of bringing a degree of uni- 
formity and simplicity to these types of 
accounting is a monumental one, but 
not impossible. The unproductive work 
that could properly be eliminated would 
run into a man hour total too large to 
comprehend readily, and if the result 
were even partially successful it would 
provide ample reward for any effort 
expended. Simplified procedures and 
forms have a double cutting edge: they 
save costs, and are easier to understand, 
and thus serve to improve public rela- 
tions. 


Heart of the Matter: Quality of 
Personnel 


The whole future of the trust business 
rests primarily, in my judgment, upon 
our success in providing and training 
high caliber personnel and upon effec- 
tive development programs. We do not 
seem to devote the requisite attention 
to the detailed analysis and study of our 
future man-power and training needs 
that would provide the basis for estab- 
lishing forward - looking, long - range 
policies. With individual exceptions, we 
are seriously behind the times in con- 
structive approaches and programs in 
personnel development. It is a state that 
cannot be allowed to continue without 
risking impairment in our ability to 
service a continually larger volume of 
business in a constantly more complex 
world. 


Trust business has much to offer a 
young person of ability. Have we done 
what we could to outline the career pos- 
sibilities of trust work to young people? 
Our commercial banking brethren have 


begun to do some work along these lines. 
But neither collectively nor individually 
have we in trust work indicated the wide 
opportunities for training and advance- 
ment in responsible and rewarding work 
pointed toward positions of community 
leadership, and in a business possessing 
an ideal combination of stability and 
prospects for growth. We have done 
nothing to change the impression which 
exists among younger people, that ours 
is a fossilized kind of business, full of 
routine drudgery, without interest and 
stimulus, and without prospect of ade- 
quate pay. We need able and imaginative 
minds in trust work if it is to live up to 
its long-term promise, and can attract 
them if we will but put our better foot 
forward. 


The Falsest Kind of Economy 


Some of the larger industrial com- 
panies seem to hire college students by 
the dozen lot in the expectation that if 
they find one or two of permanent use- 
fulness it will have justified this whole- 
sale process. We do not need to follow 
the methods of others, but we should 
not for a moment pursue a passive re- 
cruiting policy, which can only result in 
our finding that all the cream has been 
skimmed off before we have any choice. 


We must pay the full competitive 
starting wage, for the intelligent begin- 
ner interprets anything less as indicating 
a less-than-average career opportunity. 
The cheapest investment we can make at 
every level of our staff is in the employee 
of above-average potential. To be un- 
willing to pay the market wage premium 
required to obtain such a person, once 
discovered, is the worst kind of false 
economy. One superior employee is 
worth two of average ability, and his 
accomplishment can far outweigh any 
wage differential. Fringe benefits and 
working conditions have some bearing, 
but the current tendency is to exaggerate 
greatly their importance. 
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Beyond meeting the prevailing wage, 
we must find the means to present the 
story of trust careers factually and at- 
tractively, whether as individual banks 
or by group action. We should gather 
data for valid salary comparisons with 
other business careers at various stages. 
If the comparisons are favorable, we 
should publicize them. If they are ad- 
verse, we should remedy them. 


Everyone wants to do useful and re- 
warding work, and young people are 
seeking guidance toward satisfying 
careers. Our increasingly specialized 
activities are demanding a wide range of 
abilities and enlarging the horizons of 
opportunity in trust work. We have in- 
teresting and rewarding careers in 
abundance to offer to those who will 
work and train to qualify. 


Successful recruiting is only the first 
step, however, and of little use if we do 
not follow through. The better young 
people will soon drift away, leaving us 
to repeat the process, having meanwhile 
lost more precious time. We must train 
and promote those of promise if we are 
to retain their services, and at a swifter 
pace than has been customary. I find 
myself even less satisfied with our per- 
formance in training and advancement 
than in our recruiting. 


On-the-Job and Collegiate Training 


This brings us to our real dilemma. 
The problems that come to us daily de- 
mand, above all else, the exercise of 
common sense and imagination in their 
solution, but these can be properly ap- 
plied only against a background of ex- 
perience. Gaining experience can be 
expedited by exposing younger people 
to more of it at earlier stages in their 
careers, as I earnestly advocate, but it 
still must remain a dimension of time. 
We have no intention of turning over the 
management of our business to half- 
trained products of a “quicky” type of 
education and indoctrination, however 
good may be their ultimate potential. 


I think that a middle ground exists. 
and that it would richly pay us to de- 
velop ways for improving and _fore- 
shortening our training methods. The 
Armed Forces faced a similar problem 
of far greater urgency at the beginning 
of the last war, and they solved it suc- 
cessfully, although with the free use of 
a more elastic pocketbook. 


I am well aware of why we have given 
so little attention to this mounting prob- 
lem. It demands a vast investment of 
time and effort by senior trust officers, 
already overburdened by current assign- 
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ments. But if they do not undertake it 
now, they will find that they are even 
more inundated by a vastly larger vol- 
ume of work a few years hence, and the 
shortage of trained personnel will mean- 
while have become further aggravated. 
Increasingly they will be enmeshed in 
the thicket of detail. In the material 
world, the chief rewards go to those who 
train and harness the efforts of others to 
carry out their own objectives. 


I am referring specifically to on-the- 
job training, but we should not neglect 
the excellent possibilities outside of our 
shops. We are familiar with the fine 
and commendable work of the Graduate 
Schools of Banking, and the American 
Institute of Banking, as well as exten- 
sion courses. Both the quantity and 
quality of opportunities can be greatly 
amplified, however. There are some 616 
accredited colleges and universities, al- 
most all of which have economic depart- 
ments, and many of which have busi- 
ness and law schools. If the curricula of 
some of these universities can embrace 
such subjects as baby-sitting, as I am 
told. it is not too much to hope that we 
could interest them in including courses 
on another and perhaps more formal 
type of trusteeship. These should pro- 
vide not merely extension course op- 
portunities for present personnel, but by 
additions to the regular curriculum, 
offer to all students a chance to study 
the background and principles of our 
business. While the Trust Division 
should provide leadership in clarifying 
our basic requirements as to suitable 
formal educational programs. it must 
be largely developed regionally. 


Esprit of the Superior Corps 


I regard in-training as an immediate 
and pressing problem for every trust de- 
partment, large and small, which should 
be placed upon a formal basis, with 
definite schedules and programs of 
after-hour lectures and counselling on 
trust methods and problems. As time 
goes on perhaps much of this can be re- 
duced to written material for study, both 
in manual form and lecture material. 


Our present training methods are not 
only haphazard, but too slow and too 
filled with tedious, repetitive detail not 
calculated to hold the interest of better 
minds. If we are unwilling to sort out 
those with quicker aptitudes and the 
capacity to learn and to absorb more 
vital experience at an earlier stage, and 
to advance them accordingly, we must 
expect to say good-bye to them. They in 
turn must be willing to master the de- 
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tailed knowledge that the trust business 
requires, but they possess the drive and 
the will to learn that can shorten the 
necessary indoctrination period meas- 
urably. The improvement in morale and 
esprit de corps that would also result 
needs no comment. 


It might help a few of us to go out 
and find trained personnel, but this is 
solving Paul’s problem at the expense 
of Peter. A shortage of qualified trust 
personnel already exists on a national 
scale, and we can only remedy it by a 
concerted and adequate program. 


No More the Country Cousin 


Recognition by salary advances and 
job promotions is of equal importance 
with recruiting and training, but in- 
volves fewer difficulties, and none that 
we cannot overcome readily. In most of 
our institutions the personnel function 
is under the wing of the commercial 
banking department, and since the trust 
department is a somewhat newer activity 
it is natural that our past treatment has 
been somewhat like that of a country 
cousin. 


The trust department is now coming 
into its own as a recognized and neces- 
sary part of a modern bank, valuable in 
many indirect as well as direct ways, re- 
quiring only modest capital investment, 
and with excellent, if somewhat long- 
range, prospects for achieving good and 
stable earnings. Thus the once prevailing 
retrogressive attitude toward compensa- 
tion of trust officers is fast disappearing, 
but the standard is still a little lower 
than in general banking. Certainly top 
performance is as exacting in its re- 
quirements in trust departments as in 
other phases of banking, and there is no 
adequate reason for this distinction 
other than the historical. We should 
work diligently to reduce it to the cate- 
gory of ancient history. 


There is a rising demand for good 
trust officers, and this will inevitably up- 
grade pay scales. We should have the 
intelligence to adjust salaries adequately 
enough to recognize rising ability, and 
to retain those we have worked so hard 
to train. 


Promotions in rank are also im- 
portant, and perhaps we set more store 
by positions and titles in banking than 
in most lines of business. It is possivle 
to err in either direction, by being too 
niggardly and doing too little too late, 
or by handing out promotions on so 
wholesale a scale that they lose meaning. 
I certainly do not regard them as a 
substitute for an adequate salary, but 
consider that we should incline to be 
early and generous in what we do, re- 
membering that recognition satisfies one 
of the basic human needs. 


We have a prospect for further growth 
in our business that leaves nothing 
reasonable to be desired. We are doing 
many excellent things to improve our 
current performance. We are develop- 
ing new services and sound new ap- 
proaches to estate problems. The record 
we are writing merits the public support 
we are receiving. Most of you here 
today will live to see our business in- 
crease many fold, certainly to a volume 
of the order of $200 to $300 billions. 
Are we doing the planning that will pro- 
vide the greatly enlarged and abler staff 
that will be required? 


A A A 


Judge Outlines Probate 


@ Leonard C. Hardwick, Judge of Pro- 
bate for Strafford County, New Hamp- 
shire, addressed the luncheon and round- 
table discussion meeting of the Corporate 
Fiduciaries Association of Boston in that 
city on March 13. Judge Hardwick’s sub- 
ject was “New Hampshire Probate Prac- 
tices.” 
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ESTATE PLANNING FOR BUSINESS INTERESTS 


With Special Emphasis on Redemption of Stock 


N DEVELOPING AN ESTATE PLAN WHICH 
i] involves a business interest, care 
should be exercised to avoid the applica- 
tion of stereotyped recommendations or 
preconceived ideas. In 
major revisions are necessary in order 
to realign assets in the estate or to 
develop different types of assets in order 
that a more practical and _ beneficial 
estate plan can be developed. By way 
of illustration, it may be essen‘ial to 
recommend that substantial sums of life 
insurance be purchased. It may be im- 
portant that a sole proprietorship or a 
partnership be incorporated. Gifts of 
part of the business interest or of other 
assets may be indicated. A buy and sell 
agreement may need revision, or pos- 
sibly one should be adopted for the 
first time. If a close corporation is in- 
volved and if the stock is to be retained 
in the estate, it is often imperative that 
the company be recapitalized in order 
that the owners may hold the proper 
type of stock in their respective estates. 

Before an estate plan can be under- 
taken in earnest, the initial step is to 
explain in understandable language the 
estate problems that may be encountered 
in the absence of a plan and to contrast 
these with the practical and efficient way 
in which the estate can be settled if a 
workable plan is adopted. In most in- 
stances, such an explanation will re- 
quire time, patience, repetition, and the 
dislodging of numerous misconceived 


many 


cases, 


It will, however, 
indicate the opportunities that are avail- 
able; and, of utmost importance, it will 


and erroneous ideas. 


demonstrate the importance of naming 
a qualified executor and a professional 
trustee if a trust is advisable under the 
will. 


Sale or Retention 


It is then necessary to determine with 
the owner whether the business interest 
should be sold at his death or retained 
for the benefit of his family. This basic 
decision is the point of departure: it is 
starkly realistic and practical; and it 
forms the basis of the estate plan. It is 
at this point that the estate planner must 
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be objective and divorced from _ pre- 
conceived ideas. 


Unfortunately, some individuals seem 
to have the erroneous impression that 
most business interests should be sold 
as a matter of course, and a buy and sell 
agreement seems to be the _ routine 
recommendation. In many cases, this 
conclusion is not justified. While more 
partnership interests are probably sold 
than retained, there is a marked trend 
today toward the retention of a business 
interest in the estate, wherever it is prac- 
ticable to do so. 


There are several economic reasons 
for this trend. In the past decade, the 
average small business has enjoyed un- 
precedented growth. Family income has 
become geared to business profits, and 
most owners recognize that the proceeds 
from the sale of the business, when in- 
vested, would probably result in much 


less income to the family unit. 


Furthermore, the problem of selling a 
valuable interest has been intensified in 
recent years, for the reason that junior 
executives or other logical purchasers 
have not been in a position to accumu- 
late the necessary capital—or to pay the 
premiums on a sufficient volume of life 
insurance to buy the interest—because 
of the high cost of living and high in- 
come tax rates. 


Ten Questions 


In deciding whether an interest should 
be sold (or possibly liquidated) after 
death or retained for the family, numer- 
ous practical factors must be examined, 
for example: 


1. Form of Business: Is the inter- 
est represented by a sole proprietor- 
ship, a partnership interest, or stock 
in a close corporation? 


2. Personal Service Aspects: Is the 
undertaking personal service in na- 
ture, or is the enterprise engaged in a 
truly commercial pursuit? 


€ 


3. Franchise Problems: Is it a 
sales agency that depends on one or 
more franchise agreements for the 
sale of its principal products? 

4, Division of Ownership: Does the 
individual own the controlling interest 


in the business? If not, is ownership 
split up in such a way that no one 
else owns the controlling interest? 


5. Future Management: What ef- 
fect will the owner’s death have upon 
the management of the business, and 
will it be possible to provide for the 
continuation of adequate and compe- 
tent management after the owner’s 
death, either through family members 
or from other sources? 


6. Competitive Position: Does the 


enterprise enjoy a reasonably safe 
competitive position so that with 


proper management it will be able to 
maintain the necessary volume of 
business? 

7. Credit Picture: Will the credit 
position of the enterprise be affected 
by the owner’s death? 

8. Profit Expectation: Does the 
business have a favorable record for 
producing profits, and is it reasonable 
to expect that the family will derive 
sufficient income from the retained 
business to justify the investment 
risk involved? 

9. Estate Liquidity: Does the own- 
er have sufficient assets outside of 
the business to pay his debts, the costs 
of settling his estate, and taxes? 

10. Stabilizing Capital: After set- 
tling the estate and paying the taxes, 
will there be sufficient amounts of life 
insurance or other liquid funds to pro- 
vide dependents with a margin of safe- 
ty should the business at any time be 
unable to make profits? 


If the Interest Should Be Sold 

If it is decided that the business in- 
terest should be sold at death, it is cer- 
tainly advantageous to make plans dur- 
ing life, so far as possible, to sell it at 
the highest practicable price. This often 
involves the use of a buy and sell agree- 
ment by which the property owner 
creates a market for what might other- 
wise be a frozen asset. 


It is sometimes said that one of the 
advantages of a buy and sell agreement 
is that it pegs estate tax values; and, in 
the interest of saving taxes, the sale pric« 
should be fixed at a low figure. Nothing 
could be more ridiculous than to sell a‘ 
a low figure merely for the sake of sav 
ing taxes. If the interest is to be sold ai 
death, it is obviously to the estste’s ad 
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vaniage to get the highest price obtain- 
able. This does not reduce taxes, to be 
sure; but it leaves more dollars after 
taxes for the family. 


Where possible, the prospective pur- 
chasers should be committed to a definite 
financial program in order to meet their 
obligations to the estate; and this may 
involve their carrying substantial in- 
surance on the owner’s life. Of major 
importance, if payments are to be spread 
over a period of time, the purchasers 
should be required to make a down- 
payment soon after the owner’s death at 
least equal to or greater than the esti- 
mated taxes and settlement costs that 
may result from the business interest’s 
being included in the owner’s estate. 

If close corporation stock is to be 
sold at death, and the corporation—as 
distinguished from the other stockhold- 
ers—is obligated to purchase the stock, 
careful consideration should be given to 
Sections 302 and 318 of the Internal 
Revenue Code of 1954. 

Section 302 contains the present rules 
under which the sale to a corporation 
of its own stock will qualify as a capi- 
tal transaction and will be accorded 
capital gains treatment. If the sale does 
not qualify under one or more of the 
four exceptions specified in Section 








302, the entire proceeds of the sale may 
be taxed to the estate as ordinary in- 
come. 


Section 318 contains new attribution 
of ownership rules. In a great number of 
cases, transactions which apparently 
qualify for capital gains treatment un- 
der Section 302 will result in ordinary 
income upon the redemption of stock at 
death because of the interplay of Section 
318. These sections are of particular im- 
portance where a family corporation is 
concerned, and where other stockhold- 
ers are beneficiaries of the deceased 
stockholder’s estate. 


The study of the problems involved 
when a business interest is to be sold is 
beyond the scope of this presentation, 
however; and the discussion will be 
limited to problems of retention. 


Retention Through Redemption 


If a business interest is to be re- 
tained, there are several areas where 
major protection is needed. In_ brief, 
capital is often needed for three major 
reasons. They are: (1) estate liquidity, 
(2) business stabilization, and (3) 
family protection. 


Again, because of the breadth and 
scope of the subject, the discussion will 
be further narrowed to certain basic 
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considerations in the case of retaining 
an interest in close corporation stock 
through the redemption of part of such 
stock at the time of death. 


If the value of the stock in a single 
corporation* that is included in a per- 
son’s estate exceeds 35 per cent of his 
gross estate by one test, or exceeds 50 
per cent of his taxable estate by an- 
other test, the corporation may redeem 
so much of such stock as is necessary to 
pay all of (1) the state and federal 
death taxes due by the estate—plus in- 
terest: (2) the decedent’s funeral ex- 
penses; and (3) the deductible admini- 
stration expenses incurred by the es- 
tate. So long as the amount received 
from the redemption dees not exceed 
the total required for the three cate- 
gories just mentioned, none of the 
money will be taxed as a dividend.** In 
addition, it is quite unlikely that any 
capital gains tax will be involved. The 
income tax basis of the stock will be 





*The stock of two or more corporations may be 
treated as the stock of one corporation where more 
than 75 per cent in value of the stock of each of 
such corporations is includible in the gross estate. 

**This privilege is given under Section 303 of 
the Internal Revenue Code of 1954. Stock redeemed 
under this Section is not vulnerable under the pro- 
visions of Section 302 and 318. If a greater amount 
of stock is redeemed than is permissible under 
Section 303, however, then the excess is controlled 
by the provisions of Sections 302 and 318. 
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stepped up to the estate tax value; and 
if the redemption is made at this price, 
no capital gains tax will be payable. 


Planning for Redemption 


The privilege of redeeming stock is of 
great importance to many business men 
who hope to preserve their interest in a 
close corporation for their families. It 
amounts to a relatively painless way of 
paying death taxes and settlement costs; 
and it constitutes one of the few oppor- 
tunities of using corporate funds, with- 
out tax adversity, to satisfy a personal 
obligation. Broadly speaking, it is an 
advantage that should be availed of in 
every case where it is practical to do so. 
However, careful plans should be laid 
to assure its availability and to avoid 
harm to the corporation by draining off 
more surplus than the corporation can 


afford. 


In estimating values in an estate, a 
comfortable margin should be allowed 
for possible fluctuations in the value of 
assets in order to be sure that the cor- 
poration stock will meet the 35 or 50 
per cent test. In marginal cases, it may 
be essential, as a matter of safety, 
either to increase the value of the stock 
or to lower the value of the other assets 
in the estate. 


For example, if the estimated value of 
the stock is only 37 per cent of the gross 
estate, the margin may be too close for 
comfort. In such a case, it may be ad- 
visable to have the corporation take out 
insurance on the stockholder’s life for 
the specific purpose of increasing the 
value of the stock. 


In like measure, a safe relative per- 
centage can often be achieved by giving 
away certain other assets of the estate. 
This has the effect of increasing the per- 
centage concentration of the corporation 
stock in the estate. Above all things, it 
is often essential to avoid any gifts of 
the corporation’s stock. 


If the redemption of stock at death is 
relied upon as the primary source of li- 
quidity for the estate, every precaution 
should be taken to assure that redemp- 
tion. will be possible. In most cases, 
corporations are free to redeem their 
stock so long as adequate surplus is 
available for this purpose and the rights 
of creditors are not adversely affected. 
It is always comforting, however, to 
have the opinion of an experienced at- 
torney that the redemption can be made 
under state law and that it is permissi- 
ble under the corporation’s charter and 
by-laws. 
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In addition to the legal questions 
surrounding the redemption of stock, it 
is sometimes of greater importance to 
give prior consideration to the financial 
ability of the corporation to purchase 
its stock. Little can be gained by selling 
stock to the corporation to produce es- 
tate liquidity if it bleeds off funds to the 
point that the business suffers, its ef- 
ficiency is curtailed, or its credit jeopar- 
dized. In many cases, therefore, plans 
should be made to keep a reasonable 
liquid reserve available in the corpora- 
tion. The answer, in whole or in part, 
will often lie in life insurance owned by 
the corporation on the stockholder’s life. 
When such insurance is carried, the 
event that gives rise to the redemption 
also produces part or all of the money 
that the corporation must pay out. 


For numerous reasons, it may not be 
practical at the time of death or in the 
immediate future thereafter for a cor- 
poration to pay out the entire sum to 
redeem the requisite amount of stock. 
This may be true because of an expan- 
sion program that has been started or 
is contemplated, or it may simply result 
from the fact that most of the surplus is 
in fixed assets and time must pass before 
adequate liquid surplus can be accumu- 
lated. 


While such circumstances may de- 
prive the estate of getting enough cash 
out of the corporation, it does not mean 
that the opportunity to redeem stock 
should be passed. The redemption can 
be made in exchange for the corpora- 
tion’s interest-bearing promissory notes 
or debentures. Such interest will offset 
the income that the estate will lose by 
using other funds for the payment of 
taxes and settlement costs. In addition, 
the maturity of the corporation’s notes 
or debentures can be fixed far enough 
in the future to allow for normal growth 





as 





Lee West, right, and his wife Mary Ann, 
smile in appreciation of the $500 check held 
by Harvey P. Everest, president of The 
Liberty National Bank and Trust Co., Okla- 
homa City, which was awarded to West for 
the Fourth Annual College of Law Research 
Scholarship given by the bank to a senior 
law student at Oklahoma University studying 
Estate Planning. 
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and accumulation. When the obligation 
is paid, the estate recovers the funds 
that were expended; and the corpora- 
tion pays the taxes and settlement costs 
after all. 


Marital Deduction Observations 


The marital deduction and the privi- 
lege of redeeming stock after death have 
a close interrelation. As has been said, 
if the value of the stock included in the 
estate does not amount to more than 
35 per cent of the gross estate, the re- 
demption privilege is still available if 
the value of the stock is more than 50 
per cent of the taxable estate. In many 
cases, therefore, the marital deduction 
is used in whole or in part to bring the 
estate within the redemption require- 
ments. 


Presume that Mr. A’s gross estate is 
$600,000 including stock in a close cor- 
poration valued at $200,000. Here the 
stock amounts to only 3314 per cent of 
the gross estate, and the right to re- 
deem stock is not available on this 
count. Assume further that A’s settle- 
ment costs and debts amount to $25.- 
000. Without any marital deduction, 
therefore, and after subtracting the 
$25,000 and the $60,000 specific exemp- 
tion, Mr. A’s taxable estate is $515,000. 
Again, stock may not be redeemed be- 
cause $200,000 is not more than 50 per 
cent of $515,000. 


If Mr. A should cause $120,000 of 
his property to qualify for the marital 
deduction, however, his taxable estate 
would be reduced to $395,000; and, in 
this event, the redemption privilege 
would be available if Mrs. A survives 
him—$200,000 is more than 50 per 
cent of $395,000. In order to safeguard 
the redemption privilege, it would cer- 
tainly be prudent, in allowing for fluctu- 
ation in values, to take more than $120.- 
000 under the marital deduction. 


While the marital deduction is of in- 
estimable value in bringing an estate 
within the 50 per cent requirement, it is 
highly debatable in many cases whether 
this deduction should be used exten- 
sively where the value of the stock 
amounts to more than 30 per cent of the 
gross estate. 


If the husband is the stockholder and 
uses the marital deduction, his estate 
taxes will be reduced; and the amount of 
surplus that can be withdrawn from the 
corporation through redemption of 
stock is reduced accordingly. On the 
other hand, the marital deduction assets 
will be taxed in the wife’s estate at her 
subsequent death to the extent that they 
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are retained; and if she does not own 
the necessary percentage of stock, her 
tax must be paid from liquid assets in 
her estate. In a sense, therefore, the tax 
must be paid from personal assets rather 
than corporate assets. 


Obviously, the proper determination 
of how extensively the marital deduction 
should be used in such instances is a 
matter of balancing the advantages and 
disadvantages. If little or no marital de- 
duction is taken, the corporation pays 
the greater part or all of the total tax 
bill. If the full marital deduction is 
taken, the total taxes may be reduced; 
but the corporation surplus may not be 
available to the wife’s estate. Therefore, 
where the corporation is in the financial 
position to redeem enough stock to pay 
the entire tax at the husband’s death, it 
would seem preferable to limit the mari- 
tal deduction that is taken under the 
husband’s estate plan. 


It is sometimes argued that one of the 
major advantages of the marital deduc- 
tion is that the tax savings at a hus- 
band’s death can be invested for the 
production of income throughout the 
wife’s survivorship. This advantage may 
not be applicable, however. where stock 
is to be redeemed to pay death taxes 
and settlement costs, for the reason that 


corporate funds are then used and all 
assets (except the stock that was re- 
deemed) remain in the estate. 


If the stock pays little or no divi- 
dends, the wife’s future income will not 
be affected by the fact that the marital 
deduction was not fully utilized. Again, 
if the stock does pay dividends, and the 
husband was the sole stockholder, the 
wife’s income may not be affected. The 
stock that remains after redemption will 
still represented 100 per cent owner- 
ship; and the wife will be entitled to 
all of the dividends that are paid. 


Recapitalizing the Corporation 


In many instances, it is advisable to 
recapitalize a corporation under the tax- 
free provisions of the federal law in or- 
der to create a more flexible estate plan- 
ning pattern to redeem stock at death. 
This is especially true if two or more 
stockholders are involved, and it is de- 
sired to maintain the same voting and 
equity ratio after redemption as before. 
The recapitalization of a corporation is 
governed by state law, however; and 
advice as to what can be accomplished 
in this area should be sought from an 
experienced attorney. 


As an example, presume that Mr. B 
and Mr. C each own 50 per cent of the 


N 
“ 


only class of stock outstanding, and each 
would like to use the redemption privi- 
lege in his estate. This immediately pre- 
sents problems. When stock is redeemed 
upon the death of one, the survivor is 
left in control. Furthermore, there is no 
assurance that the survivor’s estate will 
permit any of its stock to be redeemed; 
and the ratios may be unbalanced per- 
manently. In addition, if both estates 
permit stock to be redeemed, the amount 
will probably vary; and the ratios will 
no longer be 50-50. 

Where possible under state law, this 
problem may be eliminated by issuing 
as a taxfree dividend enough preferred 
stock to each stockholder to cover the 
redemption, needs.* If such stock is 
specifically made noncumulative as to 
dividends, it may be that the corpora- 
tion will not be required to pay divi- 
dends on it unless desired. The preferred 
stock can be used for redemption pur- 
poses at death, and the voting and equity 
ratios remain intact. 

Again it may be possible to incorpo- 
rate a conversion privilege in the non- 





*It is readily recognized that such stock will 
have the stigma imposed by Section 306 of the 
Internal Revenue Code of 1954. “Section 306 
stock” has many disadvantages if the parties anti- 
cipate disposing of it during life, but it has no 
disadvantages if it is issued ‘“‘to die with.’’ Death 
removes the Section 306 taint. 
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cumulative preferred stock that would 
give a stockholder’s estate (for a pre- 
scribed period after the owner’s death) 
the right to convert such stock into a 
prior cumulative preferred stock. In 
states where this can be accomplished, 
any preferred stock that is not redeemed 
at death can be converted and dividends 
channeled to the estate without the ne- 


cessity of the survivor having to take a 
dividend. 


This is often an important provision. 
The surviving stockholder may be quite 
willing for the decedent’s family to re- 
ceive dividends, but not if he has to 
take them on top of an adequate salary. 
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Although cumulative preferred stock is 
not appropriate for basic financing in 
most close corporations because of the 
present high tax rates, it can and often 
does serve a helpful purpose in carving 
out dividends to fill a special need. 


There are numerous other goals that 
can be achieved by recapitalizing a cor- 
poration where the stock is to be re- 
tained after death. It will be sufficient 
to say here that recapitalizations are 
sometimes used to make a division of 
the corporation’s stock in different 
classes among different beneficiaries; or 
to centralize voting control in the hands 
of persons who manage the business. 


The Testamentary Trust 


In a great many instances, a properly 
planned trust under the business man’s 
will is a sine qua non to the successful 
preservation of his business interest. 
This becomes readily apparent upon an 
examination of the characteristics of and 
benefits that flow from the stock of a 
close corporation. 


One of the principal advantages of 
owning common stock in a close cor- 
poration is the voice that it gives in the 
management of the business. If the in- 
dividual owns a majority interest, the 
power to control the corporation is a 
very valuable right. If the individual 
owns a substantial minority interest or 
an equal interest, he and one or more 
stockholders usually operate in harmony 
after giving consideration to the opin- 
ions of each other. Here, control is the 
result of joint action. In either case, 
however, voting power is often a pri- 
mary benefit of owning such stock. 

If an individual owns stock in a close 
corporation, he is not only entitled to 
receive his share of the dividends de- 
clared; but if his interest is substantial, 
he may control or materially influence 
how much and under what circum- 
stances dividends are to be paid. The 
principal owners of close corporation 
stock usually fill the key positions and 
received salaries for their services. 


In many instances, however, outright 
distribution of such stock may jeopar- 
dize some of the advantages of retain- 
ing it. If stock is left outright to two or 
more persons, for example, the voting 
control of a majority interest or voting 
balance of an equal interest may be lost. 
This, in turn, may materially affect the 
management of the company or its fi- 
nancial policy—especially if one or more 
of the new stockholders are not active 
in the business and do not understand 
its problems. The owner is also passing 


a future tax problem along to the dis- 
tributee with an unnecessary waste of 
capital through successive estate taxa- 
tion at the new owner’s death. 

In the great majority of cases, the ad- 
vantages of a testamentary trust for the 
retention of close corporation stock fai 
outweigh any imagined disadvantages. 
Such a trust can be used to preserve the 
voting effectiveness and the value of the 
stock by holding it together in a block, 
and avoid successive estate taxation. 

To assure experience and continuity 
in administration, the appointment of a 
trust institution is desirable. In addition, 
if a person who has an intimate know!|- 
edge of the business problems and 
eration is available, he may be 
pointed as a co-trustee and given 
right to vote the stock. 


Op- 
ap- 
the 


Under a trust, dividends may be dis- 
tributed with much greater flexibility 
than could possibly be accomplished 
through outright distribution. Such divi- 
dends may be paid to one or more fam- 
ily members in specific proportions or 
paid in accordance with the varying 
needs of the beneficiaries. The distribu- 
tion of dividends need not bear any re- 
lation to the way in which the stock is 
to be ultimately distributed. 


A Challenge 


The problems involved in creating a 
sound and practical plan for a business 
man’s estate are far reaching, challeng- 
ing and intriguing. They go beyond 
routine estate planning. In practically 
every case, such a plan is deeply en- 
twined with federal tax laws and with 
local law governing wills, trusts, and the 
type of business interest involved. It 
seems clear, therefore, that the trust of- 
ficer, as well as the property owner. 
should seek and rely on the advice of 
an experienced attorney. 


Again, because of the wealth that is , 


concentrated in business interests, the 
settlement of a business man’s estate and 
the administration of a trust under his 
will offer an attractive source of busi- 
ness to trust institutions, but it should 
be recognized that more is involved than 
in the ordinary estate. In bidding for 
this business, therefore, a trust institu- 
tion should look to the costs involved 
and be prepared to do a thorough job in 


carrying out the added duties and re: | 


sponsibilities. In practically every in- | 
stance, however. the trust officer’s ad- 
ministrative load will be lightened and 
the bank’s profits increased if the estate | 
or trust is administered under a practi- 
cal and carefully devised plan develojed 
during the individual’s life. 
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Tue PHILOSOPHY OF A TERUSTMAN 


LOUIS S. HEADLEY 


Special Associate, Morgan, Raudenbush, Morgan, Oehler & Davis, St. Paul, Minn. 
Former President, Trust Division, American Bankers Association 


ECOGNIZING, AS I THINK WE MUST. 

both the diversity and the inevi- 
tability of philosophy in the lives of 
are their among 
trustmen, in background and purpose, 
suflicient to justify our title, “The 
Philosophy of a Trustman”? I think 
there are. Certainly all trustmen are not 
alike; as a group they have the charm 
of individual personalities. Yet, in a 


men, characteristics 


sense, all have gone to the same school: 
all have been nurtured in the same tra- 
ditions; they have met with similar ex- 
periences; their values and objectives 
are essentially alike. Basically they have 
much in common. 


three main areas 


where all trustmen are involved, which 


Let me mention 
tend to develop a common philosophy of 
their profession: 


The first is material. It has to do with 
man and his property, in the investment 
and safeguarding of funds. In this enter- 
prise a trustman is confronted with a 
Different 
must be given their proper importance: 
must be both 
and without an industry; the psychology 


mass of information. factors 


trends observed within 
of the consuming public must be re- 
garded; on a composite of many ele- 
ments the success or failure of an in- 
vestment will depend. The selection of 
a security is an expression of the 
philosophy of men trained in irusteeship. 
It involves the reference of a particular 
stock or bond to a standard of adequacy 
evolved out of wide knowledge and long 
experience. It requires a choice among 
the numerous investments which may be 
offered. It results in action which is not 
based on whim or hunch but on a 
synthesis of many elements, well digested 
and refined into a philosophy of what 
constitutes a good investment. 


\ 


\ second great area, is that of the 
law. Many trustmen are educated in its 
philosophy; all are familiar with its 
principles. Equity, which is the mother 
of the common-law trust, is the field in 
which they work. It is especially con- 
cerned with fiduciary conduct. Equity 
jirisprudence is a mixture of the ma- 
terial and the moral, and is a summation 
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of man’s experience of what is right in 
human affairs. No trustman can _ re- 
main ignorant of its precepts; they be- 
come a part of his being. A competent 
trustman will absorb much of the 
wisdom of equity and make its philos- 
ophy his own. 


A third area is that of human rela- 
tions. Trustees are constantly dealing 
with people, with some at arm’s length 
in protecting the interests of their trust, 
with others in the intimate relations of a 
fiduciary. The range of their contacts 


is both wide and varied, and_ their 
philosophy must be equally inclusive. As 
businessmen they must know what 


methods will best succeed in getting 
things done, when to drive with a loose 
rein and when to use the spurs, wen to 
be tender and when to be tough. As 
fiduciaries they must recognize a special 
relationship. Beneficiaries represent all 
sorts and conditions of men; some are 
wise and some foolish, some are men 


and some women: some are rich and 
A trustman must 
deal sympathetically but dispassionately 
with them all. He must be understanding 


with their foibles, compassionate with 


some poor. learn to 


their shortcomings, cooperative in their 
legitimate ambitions, corrective when 
their demands are 
must act as “guide, philosopher and 
friend”. In short he must be a fine 
admixture of an astute businessman and 
of a sympathetic parish priest. Trustee- 


ill-considered. He 


ship is our common teacher of human 
nature; it cultivates a philosophy of 


life. 


Philosephy Offers Guiding 
Principles 

In the solution of these interrelated 
problems, a trustman naturally looks for 
guiding principles; he hunts for a touch- 
stone to give direction; and this is what 
philosophy provides. Professor White- 
head says that “speculative philosophy 
is the endeavor to frame a coherent and 
logical system of general ideas in terms 
of which every element of our experience 
can be interpreted”. As trustmen we 
want to bring order into the mass of 
experience which we encounter in the 


daily round of business; We want to 
measure and test its value in the light 
of what we have learned before; we 
want to discover the principles behind 
the specific as guides for procedure. To 
paraphrase Professor Whitehead, we 
want to frame a coherent and logical 
system of ideas about trust business in 
terms of which our recurring ‘and in- 
terrelated experiences can be interpreted 


and solved. 


Concerned, then, as all trustmen are 
with the solution of these recurring prob- 
lems it is not surprising that certain 
principles and procedures should have 
emerged which may well be called the 
philosophy of a trustman. 


The Duty of Loyalty 


One such concept stands out above 
all others. It is of such universal sig- 
nificance that Austin Scott has called it 
“the fiduciary principle”. It is the duty 
of loyalty. Professor Scott says that 
loyalty is “the most fundamental duty 
owed by a trustee to the beneficiary”. 
“As to this”, Judge Cardozo observes, 
“there has developed a tradition (in the 
law) that is unbending and inveterate.” 
Professor Royce of Harvard summarized 
the whole of this interpretation of life in 
a work entitled “The Philosophy of 
Loyalty”. Loyalty, for him, is “the will- 
ing and practical and thoroughgoing de- 
votion of a person to a cause.” Loyalty 
in the abstract becomes for trustmen a 
concrete working rule of procedure. 


A trustman’s philosophy will require 
that he be loyal to the settlor of the 
trust; he must administer it in accord- 
ance with the settlor’s intent. 


Yet the whole of a trustee’s duties 
cannot well be set out in a single trust 
instrument, nor will the intent of the 
settlor be fully expressed in his will or 
trust agreement. It is unnecessary that 
they should be. When a person uses the 
trust device he adopts, by implication, 
the body of law and precedent which 
has evolved through centuries of exper- 
ience in trust administration; its law be- 
comes his law, its methods are accepted 
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as his own. A trustman must understand 
the philosophy of trusteeship and be 
governed by its dictates . . . The phi- 
losophy of loyalty to the settlor requires 
that his will, both expressed and implied, 
shall be done. 


A trustman must be loyal, also, to the 
beneficiaries; their good must always 
be paramount. The requirement neces- 
sarily excludes all confusion of in- 
terests, all purchases or sales between a 
trustee and his trust, all divided al- 
legiance, all situations where loyalty may 
be eroded away. This principle is so 
deeply embedded in trusteeship as to be 
recognized, now, as common morality. 


Yet it is not enough that a trustee be 
honest; he must also be efficient. The 
law requires that he exercise the care 
and skill of a reasonably prudent 
person; the philosophy of a trustman de- 
mands that he shall surpass the ordinary 
and do more. There must be that “thor- 
ough-going devotion” to the trust, of 
which Professor Royce speaks. Complete 
loyalty will impel a trustman constantly 
to improve the care with which he ad- 
ministers his trust, and to perfect the 
skill with which he performs, from the 
simplest mechanical operations, through 
the intricacies of investment manage- 
ment, and on to the exercise of sound 
discretion and superior judgment in all 
that he does. 


To Thine Own Self 


But beyond this, a trustman must also 
be loyal to himself. This requires that 
he shall push on constantly to a fuller 
experience with life at its best; for a 
man is not loyal to himself except as he 
strives to perfect his talents, and to ex- 
pand his personality to the full measure 
of its capacity. 


Loyalty, then, in its manifold applica- 
tions, is the resolving principle of 
trusteeship, and the prime element in the 
philosophy of a trustman. 


A second guiding principle which 
finds application throughout trusteeship 
is that of balance. In law it is the symbol 
of justice; in business it is the essence of 
sound judgment; in human relations 
it distinguishes the reliable leader from 
the fanatic. In trusteeship, which is a 
composite of them all, it is a never fail- 
ing gauge. Balance is a condition to be 
maintained throughout. It requires 
constant watching and frequent adjust- 
ment; it must be preserved between the 
interests of various beneficiaries; it is 
the rule of the prudent man in the in- 
vestment of funds; it is the mark of the 
skillful trustee in dealings among men. 
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A level head makes the soundest coun- 
sellor and the most reliable trustee. For 
a trustman to maintain an even beam in 
a changing world, he must have stand- 
ards of values by which to judge; often 
he must weigh the imponderable and 
sense what cannot be seen. A well bal- 
anced man is the greatest assurance of 
a well balanced administration. 


The Third Qualification 


Loyalty and balance, then, are the 
two cardinal characteristics of the phi- 
losophy of a trustman. But there is still 
another. Philosophy is restive; as soon 
as its findings are established, it passes 
them on to science for application, and is 
out again in search of new revelations of 
truth. Philosophy is the gadfly of trustee- 
ship. It is constantly questioning old 
concepts in the light of growing exper- 
ience; it is forever experimenting with 
what is new and unknown. An inquiring 
mind is the third essential in the equip- 
ment of a philosophical trustee. 


A trustman’s philosophy grows with 
experience. For a beginner it may be 
concerned largely with a round of re- 
curring duties, with mechanical opera- 
tions or the endless preparation of ac- 
counts; but even here his attitude will 
be of great importance. Indifference is 
apt to result in mistakes and confusion; 
loyalty to the task at hand will bring 
care in performance and perfection in its 
accomplishment. 


As the craftsman moves upward his 
vision broadens. He comes to know, not 
only how a thing is done, but why. His 
act takes on relationships with other 
events, and assumes meaning. He begins 
to get a larger view of what he is about; 
more factors enter into his decisions as 
he reaches into new fields. His urge to 
make sense out of things will require 
that they be explored and related to 
those which he has known before. 


But it is in the higher ranges of 
trusteeship, that philosophy attains its 
full significance. Trusteeship reaches out 
beyond the routine and habitual into the 
unique. Each additional piece of busi- 
ness brings new personalities into your 
sphere of contacts. Every situation in- 
volves a different combination of cir- 
cumstances and facts. The competent 
trustman must be able to deal with prob- 
lems which are without precedent; he 
must be willing and able to reexamine 
old concepts and practices in the light 
of new experience. He must develop 
opinions on questions of underlying im- 
portance. What are the basic objectives 
of those who adopt the trust device, and 


how best can they be met? How should 
a trustee proceed in the face of in- 
flation? Should the ways of trusteeship 
be replaced by the managerial methods 
of businessmen? Shall trust administra- 
tion be regulated by statutes or by courts 
of equity? 


These. and a multitude of other ques- 
tions are pressing for solution. To 
answer them a trustee must have at his 
command that “system of ideas” of 
which Whitehead speaks, in terms of 
which “every element of experience can 
be interpreted”. He cannot be a mere 
opportunist. Rather, he must see the re- 
lationship of the particular to the whole: 
he must understand general principles: 
he must have a basic philosophy to guide 
him in what he is about. 


And, withal, the practical philosopher 
of whom we are speaking must be world- 
ly wise; he must be able to apply his 
understanding in useful ways. A wise 
trustee is one who applies sound phi- 
losophy in the round of his professional 


life. 
Acquiring a Philosophy 


How can a philosophy adequate to a 
trustman’s needs be acquired! Certainly 


it is not something which can be come 


by overnight. Its acquisition is a life- 
long process of observation and con- 
templation: and here the ways of the 
professional philosopher provide guid- 
ance. His two dominant approaches may 
well be ours. 


The first insistence is upon facts, for 
a sound philosophy is built upon a real 
world. A philosopher will not be satis- 
fied with half truths nor with incomplete 
evidence. In like manner a trustman will 
insist upon knowing the facts in advance 
of judgment. He will gather information 
before adopting a course of action, and 
will test its validity and weigh its sig- 
nificance before reaching a conclusion. 
The facts will not be limited to those 
directly pertaining to the problem in- 
volved, but will extend to related con- 
siderations which may be of importance. 
The broader the knowledge the sounder 
will be the basis for judgment. A trust- 
man must be well informed. 


What a man does with his facts is 
another question. Unrelated they will be 
meaningless. The next step of a trust- 
man, as of a professional philosopher. 
is to bring them into relationships which 
will give them meaning. Their signifi- 
cance must be discovered and tested by 
the whole of experience. Observation 
must be followed by contemplation. A 
trustman must learn to think, in Mildred 
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McAfee’s expression, “more than is 
necessary for survival”; for it is only by 
inductive and creative contemplation 
that random experiences are built into 
a reliable philosophy for conduct. A 
trustman must have time and capacity 
to think, and adequate ideas to think 
about. Close observation and full con- 
templation are the methods which he 
must employ. 


[ realize that in addressing this group 
about the philosophy of a trustman, I 
am largely carrying coals to Newcastle, 
for already you are deeply immersed in 
it; otherwise you would not be where 
you are. My candle is intended more to 
reflect the type of men who have attained 
positions of leadership in the trust pro- 
fession, and to light the way for those 
who are coming on. Technicians will 
always be needed in trust work: their 
importance must never be underesti- 
mated. 


Importance of Leaders 


The future of trust business, however, 
depends less on the skill of technicians 
than on the quality of those who lead. 
Here must be capabilities of a high 
order. Trustmen must be experts in their 


business; but above and beyond that 


they must first be men. Far vision is 
more important than near. Trustmen 
must be liberally educated, in life and 
law and human affairs. They must be 
restless for knowledge, and eager for 
growth. In our graduate schools they 
must be confronted with principles as 
well as with practices. In our regional 
and state associations, and even in our 
beginning courses in the A.I.B. the gen- 
eral must not be overlooked in our con- 
cern for the particular. Trustmen, in the 
words of Sir Richard Livingstone, must 
“think greatly of their profession”. 


The need for sound philosophy as a 
part of a trustman’s equipment is in- 
creasingly apparent. Trustmen are being 
consulted, more and more, about plans 
for family security; what type of man 
is competent to advise on issues such as 
these? In the management of funds, the 
rule of prudence is rapidly gaining 
ascendancy; whence comes this pru- 
dence upon which the well-being of dear 
ones so largely depends? Greater re- 
liance is being piaced upon the discre- 
tion of trustees, both in personal and fi- 
nancial affairs; whose wisdom is worthy 
of such confidence? Judge Hennings, 
long ago, called a corporate trustee “the 
greatest father in the world”; who shall 
man that honored post? The world will 


not turn to men of small calibre in mat- 
ters such as these. Much is expected, 
and much must be provided. Only broad 
philosophy will suffice. 


In the course of these remarks fre- 
quent mention has been made of pru- 
dence and judgment, of knowledge and 
wisdom and understanding, of loyalty 
and balance and “thorough-going devo- 
tion” to a high cause. These are the 
great teachers; their lessons are the sub- 
stance out of which a trustman’s phi- 
losophy is built; they must be well 
learned. It was Solomon who said, “Take 
fast hold of instruction; let her not go; 
keep her; for she is thy life”. 


A A &O 


Institute for Executives 


@ For the past two years a group of 
Bell System companies have been operat- 
ing at the University of Pennsylvania a 
program entitled the “Institute of Hu- 
manistic Studies for Executives.” The 
Institute, which is described in the Bell 
Telephone Magazine by John Markle II, 
vice president of the Bell Telephone Co. 
of Pennsylvania, is intended to balance 
the inevitable specialization deriving 
from technical training and specialized 
responsibilities. It takes the selected ex- 
ecutives for a 10 months’ course during 
which they study 13 subjects. 
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JAMES M. TRENARY 


Chairman, Committee on Trust Policies, Trust Division, A.B.A.; 
Executive Vice President, United States Trust Company of New York 


HIS IS A PRELIMINARY REPORT OF 
j ee results of the Trust Division’s 
survey of its membership on the sub- 
ject, “Mass Market for Trust Services.” 
The response to the questionnaire to 
date has been excellent with replies al- 
ready received from banks in 46 states, 
District of Columbia, and Hawaii. 


Several trustmen suggested that this 
“mass market.” title leaves much to be 
desired. Ideas for a better description 
will be most welcome. Income brackets 
may carry entirely different meaning in 
different sections of the country. A $10,- 
000 income in New York City will not 
permit the same savings that a compar- 
able income might yield elsewhere. 


Accurate statistics are difficult to 
corral but the area we are thinking about 
may be arrived at in this manner. Spend- 
ing units (families and unattached in- 
dividuals) having an annual income of 
less than $5,000, made up 78.9 per cent 
of all such units in 1946. This year the 
estimate is 53 per cent. 


Spending units with annual incomes 
over $15,000 are reported to have been 
about 1.6 per cent in 1946; 4 per cent 
is the estimate for this year, and 7 
per cent projected for 1965. That looks 
mighty good to us. 


Spending units with annual incomes 
of $5,000 to $15,000 didn’t amount to 
much in 1946, only 19.5 per cent of the 
whole, but by 1956 is estimated at 43 
per cent; in 1965 the experts say it will 


be 53. 


Our annual consumer income is climb- 
ing as well: Family personal income in 
1946 was $170-billion, in 1956 it is 
estimated to be $300 and in 1965 a mere 
$435-billion among 60 million spending 
units. 


People in the middle income group 
are able to save and create estates, even 
though many are small or modest. These 
savings appear in the forms of life 
insurance, savings and savings and loan 
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accounts, mutual funds, creation and 
growth of small businesses, and purchase 
of real estate. Also, there is a growth of 
pension and profit-sharing funds for 
small and medium sized businesses. Even 
the number of common shareholders has 
grown considerably in recent years, 
estimated by president Funston of the 
New York Stock Exchange as 914- 
million people. 


The Committee on Trust Policies has 
had an active curiosity for more than 
two years about developing a market for 
trust services in this wide field. We 
want to disprove Mr. Kettering’s axiom, 
“If you want to kill a new idea, give it 
to a committee.” We invited the opinion 
of trustmen throughout the nation, so 
as not to be in the position of one of 
my associates who, in opening a meet- 
ing of his group of officers, stated he 
was sure the problem could be solved 
satisfactorily if every one agreed with 
him! 

?s and Answers 


“Do you believe the mass market for 
trust services should be cultivated by 
the corporate fiduciary?” 

Yes: 370. 

No: 20. 

(Other replies not classifiable. ) 


On the point of view of service to the 
public, the response was 352 yes, 24 no. 

Then came the “love and marriage” 
question—(you can’t have one without 
the other!): “Should the services be 
cultivated from the point of view of 
profit to the fiduciary?” We were quite 
gratified to find that 319 trustmen be- 
lieved these services can be profitable 
and only 38 believed otherwise. 


The next question asked “whether 
solicitation of the mass market business 
would tend to give banks a fairer share 
of what is now generally understood as 
desirable business in competition with 
individuals.” Here again the response 
was overwhelmingly “ves”; 322 to 30. 





6e 


How can this “mass market” be de- 
veloped? In almost all replies the tenet 
was that a vast public educational job 
must be done. Many bank officers cited 
the general public understanding of life 
insurance; savings accounts; and, in 
more recent years, mutual funds and 
even the stock market. 


Mr. Funston reported recently that a 
professional survey indicated that onl) 
24 per cent of our adult population know 
what “common stock” is. We, shiver- 
ingly, wonder what the percentage would 
be of people who know about trust 
services, and many still believe banks 
are in business for the “rich only.” 

In classifying these replies, 275 be- 
lieve we must do more advertising in 
all mediums, 127 think personal solicita- 
tion and 123 suggest that 
direct mail education would help sub- 
stantially. Many, of course, believe all 
three means should be adopted. Other 
methods suggested: concerted drive by 
state associations in conjunction with 
the American Bankers Association: 
forums, 


necessary, 


discussion groups in civic 
organizations and clubs, all with the 
emphasis on educating the public to 
what trust services are available and 
particularly to the fact that you do not 
have to be rich to be welcome. Let us 
quote a reply: 


“For years I have observed that 
little people with estates of $5,000 to 
$25,000 are proud of their accumula- 
tion and will frequently talk to trust 
officers. People with large estates 
know that trust companies want their 
business. The middle group, with $50,- 
000 to $150,000, frequently are secre- 
tive — they are inclined to compare 
themselves with more wealthy indi- 
viduals and then assume that thei? 
estates are too small for a trust com 
pany to handle.” 


Smaller Accounts Welcomed 


We inquired: “Does your institutior 
solicit small estates?” You may be as 
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surprised as we were that 366 answered 
“ves” and only 43 “no.” Of the 366, 
distinction was drawn between accepting 
small estates and soliciting them. Fifty- 
nine reported they would accept this 
type of business, while 307 stated they 
actually solicit small estates. There has 
been no real difference in the responses, 
be they from large cities, small towns, 
Northeast or Southwest. Here we have 
the first major difference of opinion. Of 
the 43 who do not accept or solicit small 
estates, 19 came from the Northeast. 


As to size of estates accepted or 
solicited, the replies were: 


Any amount 118 
Under $5,000 24 
$5,000 minimum 39 
$10,000 minimum 64 
$25,000 minimum 53 
$50,000 minimum 9 
$100,000 minimum 8 
$200,000 minimum ; 1 
Minimum fees 4 
Now that we are accepting small 
estates, the “love and marriage” ques- 


tion comes up again. “Do you derive 
any direct net profit from this busi- 
ness?” Two hundred and six trustmen 
believe they do make a profit, although 
many stated “not much”; 65 believe the 
answer is “no”; and 89 are quite un- 
certain whether they do or not. Once 
again the Northeast registers a strong 
vote of 41 out of 65 “no’s.” Maybe the 
Yankee influence has something to do 
with this evaluation of profit. 

We asked that if there were no direct 
profits, did they believe there were in- 
cidental advantages in administering 
small estates. One hundred and forty 
believe there are incidental advantages, 
and only six believe not, but these 6 be- 
lieve very strongly in their views. 

Two hundred and fifty-eight banks 
either solicit or accept small trusts, and 
only 15 decline to do so. There was a 
large group of 119 who answered “may- 
be.” That is to say, there may well be 
circumstances or collateral advantages 
which would induce them to do so, such 
as obtaining other business or in an- 
ticipation of the small trust’s growing. 


Investment and the C.T.F. 


Then we asked: “How small a trust 
would be accepted and thereafter man- 
aged and invested as a separate unit?” 
Tabulation of replies shows: 


\ny size 76 
Under $5,000 ses : 51 
55,000 minimum = get ae 
$10,000 minimum __............... 59 
515,000 to $20,000 min. _........._ 19 
>25,000' minimum . 46 
>35,000 to $50,000 min... —S- 20 
9100,000 minininm 10 
Minimum fees cited by 23 
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Population enters into these replies to 
some degree. Eighty-five per cent of 
banks in cities having a population of 
100,000 or less will take trusts of $10,- 
000 or less. Only about 65 per cent of 
banks in cities of a million or more 
will accept such trusts. 


Our questionnaire did not specifically 
ask for the number of banks using 
minimum fee schedules, so perhaps we 
are not painting a true picture. We hope, 
through a subsequent questionnaire of 
the Committee on Trust Operations, to 
obtain more information on this point. 


We come now to the common trust 
fund: “How small a trust will you accept 
and put into a common trust fund?” The 
answers: 


Any size 29 
$100 to $500 9 
$1,000 to $5,000 21 
$5,000 18 
$10,000 19 
$15,000 to $25,000 9 
$50,000 4 
Minimum fee 9 


Here, as you have already surmised, 
practically every one, small town, large 
city, South or North, will put funds of 
$10,000 or less in common trust funds 
—if they have such a fund. Of the re- 
porting banks 118 do have common 
trust funds. 

We then asked: “Do you derive any 
direct net profit from handling these 
small trusts?” Here we find nearly an 
equal division of opinion, with 127 
affirmative and 119 negative replies, and 
127 uncertain. The Northeast once again 
differs: sixty out of the 119 “no’s” came 
from this area, with only 46 “yesses”. 
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“Why should I increase your allowance? 
You women own 80% of the nation’s wealth 


” 


already! 





Towns with populations of 25,000 or 
less vote 2 to 1 “no.” Above 25,000, the 
trend narrows so that we wind up nearly 
even. 

These differences are most welcome; 
“If every one thinks the same thing, no 
one can be thinking.” 


Next we asked “if there were: in- 
cidental advantages in the cases where a 
profit was not being shown.” A very 
substantial majority, 205, believe there 
are incidental advantages, and only 15 
that there are none. 


Administrative Recommendations 


“W hat changes in present trust policies 
and operating procedures are necessary 
to handle medium and small sized trusts 
effectively and profitably?” The replies 
covered a wide area, most of which can 
reasonably be classified into four 
groups. The largest group recommended 
greater use of the common trust fund, 
including mutual funds of New York’s 
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Bank Fiduciary Fund type. Interest in 
such a fund for all banks within a state 
has grown so that our Trust Division’s 
Committee on Fiduciary Legislation is 
working on a uniform statute for recom- 
mendation to all states. 


Ninety-one trust officers believe it im- 
perative to simplify and streamline 
operational procedures. These men men- 
tioned such things as simplified trust 
agreements and streamlined accounting 
procedures. Thirty-nine believed fees 
should be increased, most of these from 


New York State. 


Other replies included selectivity in 


accepting accounts, building up a vol- 
ume of business, and need for public 
education. Relationship with attorneys 
attracted considerable attention, to 
quote: 

“Some attorneys seem to resent 
bank trusts.” 

“Make clear to attorneys that we 
are anxious to be of service in all fidu- 
ciary matters, regardless of size.” 
“Do you handle businesses in trust?” 

The division of opinion was about equal: 
199 affirmative; 191 negative. Cities of 
less than 25,000 population voted 69 
“no” to 20 “yes,” while populations of 
over 1-million voted 31 “yes” to 6 “no.” 
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PHILADELPHIA 





. one billion, six hundred million dollars 


As to handling farms in trust, the 
“no’s” have it with the result 217 nega- 
tive, 164 affirmative. The Northeast area 
is more inclined to handle businesses 
and less inclined to handle farms. The 
trend is reversed in the Midwest. Larger 
cities are more inclined to handle farms 
than small ones. 


Query on handling businesses or 
farms under agency agreement brought 
out a strong negative response—299 
opposed as compared with 87 who will 
act under such agreements. 


My personal opinion on the survey 
can be stated simply: 


1. There is a tremendous potential 
for a “volume market” in the trust 
field. 


2. We are already in the small and 
modest fiduciary business right up to 
our ears. 

3. We must simplify and improve 
our procedures in every possible way 
and adjust our fees to produce a fair 
margin of profit in this business. 


4. We must educate the public 
through every medium to show clear- 
ly what we have to offer. 


Only then will we build up the volume 
that will permit full realization of the 
great potential in the Mass Market. 


Illinois Trust Division 
Distributes Leaflet to Lawyers 


An 8-page leaflet, The Attorney and 
the Corporate Fiduciary, has been dis- 
tributed by the Trust Division of the 
Illinois Bankers Association to all mem- 
bers of the Illinois Bar Association, 
and to the November. 1955, class of new 
attorneys admitted to practice by the 
Illinois Supreme Court. Copies will be 
mailed to future classes of new attor- 
neys, but the booklet has not been 
made available in quantity for distribu- 
tion by individual banks because of the 
duplication that would result. 

The leaflet, which was prepared by 
the Trust Division’s Public Relations 
and Education Committee, compliments 
the legal profession, quotes from the 
joint declaration of policy issued by the 
American Bar and American Bankers 
Associations, points out some of the 
things Illinois corporate fiduciaries do 
that benefit attorneys. and states the 
policy and practice of Illinois corpo- 
rate fiduciaries in dealing with lawyers. 
A list of services and safeguards of 
corporate fiduciaries is appended. 

Distribution of the leaflet has re- 
ceived commendation from the presi- 
dent of the Illinois Bar Association and 
from many attorneys individually. 
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Pension and Profit Sharing Trusts 





THE ACTUARY’S FUNCTIONS 


DAVID J. LUICK 


President, The Wyatt Company, Chicago, Illinois 


\ 7 HATEVER THE MEDIUM OF FINANC- 

ing, the actuary has an essential 
function in the operation of a pension 
plan, because of his training in the mak- 
ing of calculations involving the many 
contingencies to which the employee par- 
ticipants in the plan will be subject as 
the experience of the plan develops. 
Such contingencies include the rates at 
which employees will die, become dis- 
abled, or otherwise leave the employer’s 
service in the future; and the progres- 
sion of pay rates during the period be- 
fore their retirement. The basic function 
of the actuary is to combine such con- 
tingencies with the interest rate assumed 
to be realized on the funds being ac- 
cumulated and so determine the liability 
under the plan at any time and the 
amount of the contributions required to 
maintain the plan on a sound basis. 


Under insured plans, the actuary, 
being an employee of the insurance 
company, is responsible for setting 
premium rates which will produce a 
margin for the company. Also, in in- 
sured plans, while premium rates are 
fixed for relatively short periods, the 
insurance actuary must keep in mind 
that premiums, after they have been 
paid, carry with them a guaranty of 
specific benefits. 


Under these conditions, where the 
dominating influence is the development 
of a margin for the insurance company 
and the protection of guaranties, the 
insurance company actuary must neces- 
sarily tend to be as conservative as 
competition will permit in setting the 
premium rates on which the cost of a 
pension plan will depend. In this con- 
nection, a favorite cliché is the eventual 
cost of any pension plan, whether in- 
sured or trusteed, will be represented by 
the actual benefits and expenses paid, 
less the interest earned on the invested 
funds. This implies that the dividends 
paid by the insurance company will off- 
set any possible overcharge in the 
premium rates and so eventually enable 
the plan to operate on a net-cost basis. 
In fact, however, the dividends paid may 
not have close relationship to the actual 
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margins developing in the operation of 
the plan, so that, in the last analysis, the 
cost of an insured plan consists of the 
premiums actually paid, less such divi- 
dends as are allowed. Each of these 
items is determined by the insurance 
company under a unilateral contract. 


Functions of Consulting Actuary 
I have given this background of the 


functions of an insurance actuary in 
order better to focus attention on the 
functions of the consulting actuary for 
a trusteed plan. 


Under a trusteed plan, the actuary is 
usually an independent consultant re- 
tained by the sponsor of the plan. He is 
not an employee of either the sponsor 
or of the trustee. To a very great degree, 
therefore, he is free of outside pressure 
in the assumptions which he makes re- 
garding the contingencies mentioned 
earlier, and on which all pension plan 
calculations depend. 


In this country, it should be noted 
that there is no legal definition of an 
actuary nor license laws such as apply 
to the practice of medicine, law, or ac- 
counting. Consequently, any one can 
represent himself as an actuary and give 
advice regarding the funding of pension 
plans. However, it is generally recog- 
nized that one measure of reliable ac- 
tuarial counsel is secured through mem- 
bership in The Society of Actuaries, a 
purely scientific organization, which, 
through written examinations, grants 
membership as an Associate to those 
who qualify in technical actuarial work 
and as a Fellow to those qualified in all 
phases of the principles and practice of 
actuarial science. It is therefore becom- 
ing increasingly usual to find a provi- 
sion along the following lines in trusteed 
pension plans: 

The employer shall appoint an actu- 
ary to advise the Pension Committee 
in regard to the financial operation of 
the plan and the contributions to be 
made thereunder, and the Committee 


shall act and rely upon the reports and 
recommendations of the actuary. 

The actuary so appointed shall be a 
Fellow of The Society of Actuaries or 
an organization which has on its staff 


one or more Fellows of The Society 
of Actuaries. 


The Trustee and the Actuary 


The functions of the consulting ac- 
tuary in relation to those of the trustee 
of a pension fund may be summarized 
as follows: 


A. Investments: It is the responsi- 
bility of the trustee, either alone or 
jointly with the sponsor of the plan, as 
set out in the trust agreement, to adapt 
investment policy to the requirements of 
the pension plan. The actuary’s only re- 
sponsibility in this connection is to keep 
the trustee advised as to the benefit 
disbursements which the plan will re- 
quire for some years to come, so that 
the maturity of investments can be 
arranged accordingly. Usually, for many 
years after the establishment of a plan. 
the contributions of each current year 
will be much than sufficient to 
meet the current benefits. Accordingly, 
long term securities are especially suited 
to the early funding of pension plans. 


more 


B. Interest: The interest to be earned 
on the investment of the trust fund is 
also primarily the responsibility of the 
trustee. However, the interest rate to be 
assumed for a very long period in the 
future is of vital concern to the actuary 
as it constitutes a major element in his 
determination of the sponsor’s liability 
and of the contributions which must be 
made to meet that liability. The term 
“interest,” means not only interest in 
its usual sense of the fixed revenue from 
bonds and other dollar obligations but 
all other sources of investment return, 
including dividends and capital gains. 

Accordingly, it is most advisable and 
helpful for the actuary to consult with 
the sponsor and the trustee, with a view 
to their mutual agreement upon a rate 
of “interest” for valuation purposes 
which the trustee is reasonably sure of 
realization for many years to come. 
Usually, the trustee will be averse to 
committing himself to such a long range 
rate of accretion; but it is a joint re- 
sponsibility of the trustee and the actu- 
ary to determine a suitable rate. 


C. Valuation of Investments: Trust 
companies have developed widely differ- 
ent practices in the valuation of the se- 
curities, as shown by the recent New 
York Banking Department report.* The 
most common principle followed is to 
value sound bonds at their amortized 
values, and stocks and other securities 
at cost prices. Trustees of pension funds 
have in recent years tended more and 


more toward investment in common 


*See Jan. ’56 T&E, p. 72. 
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stocks, and the methods of their periodic 
valuation have therefore engaged in- 
creasing attention. Some of the methods 
which have been used or suggested are 
as follows: 


I. Cost Value: This method is pos- 
sibly in most general use; and, because 
it usually involves stability of yield, it 
is a reasonably satisfactory method. 
However, a particular disadvantage of 
the method is that, in the case of funds 
with a large holding of common stocks 
at market prices much greater than their 
cost and with little prospect of diminu- 
tion in value, the true financial condi- 
tion of the plan is not disclosed and the 
sponsor is called upon to contribute 
more than is required for the sound 
operation of the plan. 


Il. Market Value: This method has 
frequently been used, on the theory that 
it presents the true value of the fund 
at the time of valuation. This would. 
if the fund were ai 
the point of liquidation. Usually. how- 
ever. the stocks in a pension fund are 
intended to be held for long periods: 
and consequently their market value at 
the date of valuation may have little 
bearing on their effective future value as 
assets of the fund. The method may pro- 
duce wide fluctuations in the amounts of 
annual contribution. 


IIf. Cost or Market Value—Which- 
ever Is Lower: This method is used in 
the valuation wherever an ultraconserva- 
tive valuation is required. It would 
usually, however, be regarded by the 
Internal Revenue Service as producing. 
for tax exemption, amounts of contribu- 
tion which are unrealistically high. 


of course. be so 


Value: This 
method determines the value as the aver- 
age market value of a certain date in 
each of the past few years—5 years 
being generally suggested. A modifica- 
tion of the method is to take the value 
as of the last valuation date increased 
or decreased by 1/5 of the difference 
between that value and the current 
market value. The method is based on 
the theory that, while it is inadvisable 
to value at current market rate, cogniz- 
ance should be taken of the trend in 
prices. This method insures that the 
value used will always follow the trend 


but never fully keep up or down with 
it. 


IV. Moving - average 


\. Yield Values: This method would 
determine the value of common stock 
solely in relation to the rate of interest 
used for the actuarial valuation of lia- 
bilities. That is to say, the value of any 
stock would be such that the current 


Marcu 1956 


dividend rate would represent a yield 
equal to the actuarial valuation rate, pro- 
vided that the value so determined is not 
greater than the market value as of the 
valuation date. A modification of the 
method would be to determine the value 
on the basis of a yield somewhat higher 
than the actuarial rate. By this means, 
a contingency reserve would be indirect- 
ly maintained—a procedure which might 
or might not be acceptable to the Inter- 
nal Revenue Service. 


The Internal Revenue Service does 


not seem to have taken any definite atti- 
tude regarding the valuation of pension 


fund assets. There have been recent in- 


dications, however, that the service is 
beginning to look more closely into this 
aspect of pension fund administration. 
If this be so, it is likely that more 
definite and exact principles and 
methods of valuation will be required 
than are now being followed. 


From a strictly technical standpoint, 
with a view to stabilizing the rate of 
“interest” and the consequent contribu- 
tions as much as possible for future 
years, the preferred method of valuation 
would be to value all sound bonds, which 
are to be held to maturity. on the basis 
of amortization of either premium or 
discount, and to value common stocks 
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trust companies throughout 
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and other securities without fixed values 
on the basis of moving market averages. 


D. Actuarial Assumptions: The main 
realm of the consulting actuary’s work 
in connection with a trusteed pension 
plan is in the making of the actuarial 
assumptions necessary to determine the 
sponsor’s liability under the plan and 
the contributions to be made. These 
assumptions must be made with regard 
to the future rate of interest, already 
discussed, and the contingencies of 
mortality, disability, changes of salary 
and termination of service, and rates of 
retirement to which employees will be 
subject as the plan develops in the 
future. 


Almost the sole responsibility in this. 


connection must rest with the actuary 
since the processes which must be fol- 
lowed, while simple in principle, are 
highly technical in actual practice. Con- 
siderable assistance can sometimes be 
obtained from the sponsor with regard 
to the probable experience of employees 
as to termination of service and rates of 
pay; but otherwise it is left to the actu- 
ary to decide upon the details of the 
assumptions, to construct the tables ne- 
cessary for the calculations, and to de- 
termine the amounts of liability and 
contribution. The financial soundness of 
the plan therefore depends to a great 
extent on the assumptions which the 
actuary uses. 


E. Plan and Trust Agreement: In the 
establishment of a trusteed pension plan, 
the actuary usually has an important 
role: first, in the preliminary designing 
of the plan; and later, in the preparation 
of the plan and the trust agreement in 
their final detailed form. 


In the preliminary work, the actuary 
works first with the sponsor in de- 
signing a plan to provide the desired 
benefits and making test calculations in 
order to ascertain whether such benefits 
can be provided with the available 


funds. 


When the general provisions of the 
plan have been decided upon, the spon- 
sor’s legal counsel drafts the plan in 
its final form. There are bound to be 
many provisions involving actuarial con- 
cepts; and it is therefore important for 
the actuary to collaborate with the 
counsel regarding the terminology used 
in their drafting, in order to facilitate 
the initial and subsequent determination 
of the liability and contributions. 


In drafting the trust agreement, which 
is usually a joint undertaking of the 
trustee and the sponsor’s legal counsel, 


the actuary’s advice is much less im- 
portant, as his interest in the instru- 
ment is usually confined to those pro- 
visions affecting the periodical valuation 
of securities and their impact upon his 
actuarial valuations and those relating 
to the possible termination of the plan. 
The actuary should, however, review the 
trust agreement before its final approval. 


F. Actuary’s Reports to Sponsor: 
After a trusteed plan has been made 
effective, it is customary for the actuary 
to make an annual valuation of the 
financial condition of the plan, with a 
view to recommending to the sponsor the 
amount of contribution to be made to 
maintain the plan on a sound basis and 
to certify as to the range of contribu- 
tions acceptable to Internal Revenue 
Service. In this work, the actuary and 
the trustee must again collaborate—the 
trustee making a valuation of the fund’s 
assets, and the actuary making a valua- 
tion of the plan’s liabilities. 


The minimum of information which 
the actuary must obtain from the trustee 
is the value of the fund as of the valua- 
tion date computed on the valuation 
agreed upon, and the amount and tim- 
ing of the contributions made during the 
preceding year. In order to furnish the 
actuary with a proper perspective of the 
asset side of the plan, however, the 
trustee should provide him with a fairl) 
complete summary of the income and 
disbursements of the preceding year; of 
the distribution of the assets at the year 
end, with their book and market values 
where possible; and of the approximate 
rate of interest earned during the year 
and the future yield rate realized from 
the year-end portfolio. 


G. Performance and Government 
Supervision: The trustee, as an invest- 
ment expert, is primarily responsible for 
the safe and timely investment of the 
contributions made, at as high a rate 
as is consistent with their safety. It is 
therefore of vital importance that the 
appointed trustee be qualified to give 
really satisfactory investment service. 
since this assignment is the most im- 
portant one involved in the administra- 
tive cost of the plan. The most expensive 
service the sponsor can pay for is a 
poor or mediocre investment job, the 
trustee’s fee should therefore be sufli- 
cient to enable him to render a high 
grade investment service. 


As a professional in appraising the 
contingencies involved in pension plan 
operation and in making actuarial cal- 
culations, the actuary is responsible for 
giving the sponsor correct information 
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as to the liability under the plan and 
proper recommendation as to the 
amounts of contribution which should 
be made to meet that liability. It is 
therefore also of much importance to 
the sponsor, both in his own interest and 
especially in the interest of the bene- 
ficiaries, that he retain an actuary prop- 
erly qualified to provide him with such 
responsible advisory service. 


Inferior work is now being reflected 
in various governmental investigations 
of welfare funds. There is wide disparity 
of opinion as to both the authority and 
scope of appropriate governmental 
supervision; but it may fairly be said 
that insurance companies favor detailed 


supervision by State Insurance Depart- 
ments, and unions favor broad super- 
vision by an agency of the Federal 
Government. Trust companies apparent- 
ly have not formed a collective opinion 
in regard to this important development; 
or, if they have, it has not been pub- 
licized. If governmental supervision, in 
any form, should become effective, it is 
certain that investment and actuarial 
procedures will be moulded as a result. 
It behooves both trustees and actuaries 
to keep constantly testing and improv- 
ing methods of operation and co-opera- 
tion, having in mind that the cost of a 
pension plan to the sponsor is reduced in 
direct ratio to the quality of service. 


INVESTMENT POLICY 


ARTHUR L. COBURN, JR. 


Vice President and Chairman of the Trust Investment Committee, 
Old Colony Trust Company, Boston, Massachusetts 


HAVE THE 
achieving 


LL INVESTORS COMMON 
.. of the best 
combined principal and income result. 
will 
dominate at a given moment; for others, 
capital appreciation is the primary goal. 
In a pension trust more than in many 
other types, principal and income may 
singularly be considered as one whole. 


For some. income considerations 


Generally speaking. there tends, over a 
period of time, to be more income 
where there is more principal. The 
trustee, however, will strike a balance 
between principal and income consid- 
erations. In my own office, we prefer 
a well-hedged position which maintains 
flexibility, so that we may act as the 
market dictates and not try to dictate 
to the market what it shall do. That we 
are long-term investors rather than ac- 
tive traders will be evident when I tell 
you of the relationship of market values 
to acquisition values of our ten largest 
common stockholdings. A recent calcu- 
lation (at Dow-Jones 478) showed for 
this group aggregate market value of 
over $375-million, which was 317% of 
the acquisition total of $118-million. 

[ am going to do the matter of bond 
investment the injustice of covering it 
very briefly. In a nutshell, my philos- 
ophy here calls for a spread-maturity 
pattern, varied from time to time. I 
have a distinct leaning toward bonds 
of a quality to average nearer Aa than 
A rating. I want a good yield differen- 
tial on a private placement as against 
a public offering, a similarly reasonable 
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spread on corporates against noncall- 
able Governments. The time has now 
come when | believe that buyers are en- 
titled to prematurity 
redemption features. | shall do no more 
than that leased 
real estate, oil contracts, and other non- 
security possibilities must today have 
investment consideration. 


more generous 


mention mortgages, 


My organization uses preferred stocks 
but little. Under today’s market condi- 
tions, recognize _ their 
merits, especially whcre a good yield 
is being sought. While it is of no direct 
benefit to a pension or profit-sharing 
trust, the tax shelter to others (the 
corporate buyer and more recently the 
individual buyer) in preferred divi- 
dends (as compared with interest from 
corporate bonds) im- 
proved the fundamental position of pre- 
ferred stocks. 


however, we 


has somewhat 


Common Stock Investment 


I am convinced that stock investments 
are better made on the basis of judg- 
ment of the long-term rather than the 
immediate future: judgment as to what 
earnings and dividends may be three 
years rather than three months away. 
Such an approach tends to stress value 
or quality, to subordinate price. It 
readily disclaims ability to achieve per- 
fect timing. It avoids what I term 
“ticker-tape entanglement.” To the ex- 
tent that judgments are based on the 
weighing of probabilities and not pos- 
sibilities, there can be peace-of-mind 
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while quotations fluctuate, just as they 
have in the past. The 2% to 3% long- 
term growth of the nation’s economy is 
a firm foundation for investment that 
scans distant horizons. The long view 
often surprises in bringing favorable 
nearby results. 


Common stocks, in general, I divide 
into two categories: growth stocks and 
special situations. Suffice it to say tha! 
a growth stock is that of a company. 
in an expanding industry. which is 
sufficiently well managed to retain in 
the business that proper proportion of 
earnings which will better serve the 
investor, per share of the stock held. 
than would a larger current dividend. 
A special situation is any other stock. 
(Cyclical, defensive, merger prospect. 
etc.) Our office uses both. My personal 
bias is in the direction of growth stocks. 
We like those indefinable “blue chips.” 


How may we, with as few errors as 
possible, ferret out really high grade 
values in particular stocks to fit into 
well conceived investment programs? 
Here are a few vastly oversimplified 
observations: 

1. Management is about a 90% de- 


terminant of success, industry about 
9%, everything else the balance. 


2. Price-earnings ratios reflect what 
the market place thinks of manage- 
ment and of industry prospects. 

3. Financial reports are an imper- 
fect measure of management ability. 
Selection of winning industry pros- 
pects requires one to be industrialist, 
scientist, economist, and whatnot. 

4. Stocks that characteristically sell 
at high price-earnings ratios are pref- 
erable to those with low ratios. What 
other people think of an issue is im- 
portant. 


5. Earnings are more important 
than dividends; future earnings and 
dividends more important than pres- 
ent earnings and dividends. 

6. Broadly based enterprises have 
fewer pitfalls for investors than do 
specialties. 

7. Businesses free to set their own 
price levels have an edge on regu- 
lated industries. 

8. No investment is 
judgments are relative. 


perfect; all 


9. Were judgment itself perfect, we 
would put all our investment eggs in 
the one best basket. Diversification to 
the extent of splitting a stock invest- 
ment two ways would reduce average 
quality. Admitting the necessity of 
protecting against the errors of hu- 
man decision, I question that use of 
more than 40 issues, no matter how 
large the fund, improves protection at 
all. Excess diversification invites care- 
lessness. 
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10. Be aggressive — never fight a 
defensive war in common stocks. 
Recognize the risks inherent in such 
investment. If they are too great to 
undertake, invest in other fields. 

11. Watch your capital exposure 
Two lists that have performed equally 
well in the past may have widely dif- 
ferent prospects of successfully facing 
the future. 

12. Set your investment sighis high 
Do you realize that an original $2,000 
compounded at 75% seven times be- 
comes more than $100,000 — that 
$20,000 becomes more than $1-million? 


The Present Situation — Policy 


To be good for the employer, invest- 
ment must also be good for the em- 
ployee, and vice versa. That being the 
case, investment of the pension trust 
of one employer and of the profit-shar- 
ing trust of another might be the same, 
if only investment considerations were 
involved. At this point, however, there 
arise questions of ability to continue 
contributions (Has the profit-sharing 
trust received the last money that can 
be expected for a long time?), as well 
as questions of different age-spreads of 
beneficiaries, variable vesting provi- 
sions, different employee compensation 
bases, prospects of increased benefits, 
etc. 


These few samples again illustrate 
the custom-made nature of any trust 
fund. | discussion to two 
basic investment patterns that the Trust 
Function of Old Colony Trust Company 
and The First National Bank of Bosion 
has used in pension and profit-sharing 


trusts. 


narrow my 


In a few cases, by request. we have 
followed the same procedure as in many 
of our Massachusetts probate trusis: 
50% 
This you will recognize as a base only, 
applicable to book values, which are 
normally acquisition values. Natvrally 
this has meant a larger proportion of 
common stocks at market values as a 
direct result of price advances over re- 
cent Where discretion 
been ours, we curtailed, 
of 1955, the amount of 
money that was put into common stocks. 
depending on the ratio of such money 
to the existing fund in each case. |n 
general, accounts in this category might 
have been at 65% or so in stocks, and 
we did not stop buying, but reduced to 
a level of putting from one-third to 
two-thirds of the “normal” stock money 
into new purchases. This diluted book 
value proportions in stocks, while 
further market appreciation tended to 


bonds and 50% common s‘ocks. 
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incremental 
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push the market value proportion still 
higher. 


More of our accounts, where discre- 
tion is in our hands, have had a basic 
30°> common stock invesiment. Many 
of you know that we published, several 
years ago, a booklet titled “Should 
Common Stocks Be Used in a Pension 
Fund?” setting forth our 30% policy. 
This, too, applied to book value, and 
to new contributions. until many of 
these accounts, through appreciation of 
stock values, grew to have from 40% 
to 50% of market values in common 
stocks. In 1955 we began to temper the 
investment of new money in common 
stocks, just as with our higher based 
accounts previously mentioned. 


On the first business day of 1956, 
having behind us the immediately pre- 
vious record closing level of 488.40 for 
the D.-J. industrial average, our Trust 
Committee accepted the recommenda- 
tion to slow to a walk our further pur- 
chase, for an uncertain and _ indefinite 
time, of common stocks for many of 
our employee-benefit trusts. This was 
not as extreme a step as if may sound, 
for in our personal trusts we have not. 
in general, been buyers of common 
stocks for many months past. In fact, 
sellers from 
time to time as the market has ad- 
vanced, even though gains taxes have 
been involved. 


we have been “nibbling” 


For pension trusts we shall continue 
to buy some stocks where the funds are 
to grow substantially and, especially. 
where less than 35% of market value is 
in commons, so that there is ample 
basis for dollar averaging. We may be 
wrong to make any curtailment in other 
trusts. On the other hand, we may 
terminate the slowdown at any time. In 
any event, we believe we should not 
abdicate the exercise of judgment. 


Besides common stocks, we continue 
to buy distributed maturities of good 
quality bonds—including a fair sample 
of United States Governments—limited 
amounts of mortgages (both guaran- 
teed and conventional) and leased real 
estate: and, for some accounts, a mod- 
est amount of preferred stocks. 


As a last word on policy, let me warn 
that the common stock is not the answer 
to all the problems of the benefit-plan 
invesior, The investment man, as well 
as the actuary, must be interested in 
such things as valuation problems. In 
this connection, there are to be con- 
sidered, also, the relative merits of 
realized gains and unrealized gains as 
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they may affect ultimate beneficiaries 
as well as contributing employers or 
employees. There are no short answers, 
as might be illustrated by the different 
situations of two companies for whom 
we are pension trustee. One happens to 
operate in oil, and it is drilling so 
heavily and has such a tax situaiion 
that its stockholders are well served if 
its current contribution for pensions be 
reduced to a minimum. The second, 
and today more typical, corporation 
seeks to make maximum contributions 
under existing conditions. 


The pension trustee is somewhat in 
the middle. He derives a great feeling 
of comfort from the cushion of unreal- 
ized gains. At the same time, he knows, 
as an investor, that he will wish, prob- 
ably sooner rather than later, to realize 
gains for the very reason of improving 
his trust by keeping its investments 
up-to-date. This taking of gains, in the 
long run, will prove gratifying to the 
tax collector to the extent that the actu- 
ary finds reduced the amount of tax- 
exempt contribution that an employer 
may make. Meantime, all that the be- 
leaguered pension trust investor need 
do is keep on grinding out profits, but 
never, never incur a loss. I wish it were 
as simple as it sounds, whether the tools 
be common stocks or eovernment bonds. 


The Present Situation 


How often we hear the equivalent of 
“Any one can buy bonds; but what 
stocks do you now suggest?” This 
passes over much too lightly the prob- 
lem that has just been tormenting me: 
“When and under what circumstances 
and to what amounts should common 
stocks be used at all?” At the same 
time, it eliminates any need to be 
specific regarding fixed-income and 
preferred stock selections. 


I am sure that most investment men 
would include chemical, oil, and elec- 
trical equipment shares in a common 
stock portfolio. In my case, the three 
largest investments in my list would 
represent these groups. They would 
be du Pont (or Christiana), Standard 
Oil (New Jersey), and General Electric, 
which respectively (omitting Christi- 
ana) yielded in 1955, on the basis of 
3.03%. 3.45%, 
and 2.77%. Looking backward, we find 
that, over five years, the respective ap- 
preciation of these stocks was 175%, 
232°, and 248%. Their dividends (per 
adjusted share) from 1950 to 1955 rose 
31%, 111°, and 26%. The 1955 div- 
idends, related to price at the end of 
1950, gave a yield of 8.33% for du 
Pont, 11.48% for Jersey, and 9.66% 
for G.E. This is beginning to give the 
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patient holder a pretty satisfactory rate 
of compounding. Then, looking ahead, 
we find General Electric starting off 
this year with a dividend rate 25% 
above 1955. Jersey conceivably may 
raise its rate after its stock split. Sooner 
or later, too, du Pont may both split 
its stock and increase its dividend. We 
still like these three stocks. Have your 
average holdings done any better? Will 
they do any better? 

Now let us short-cut to a total list 
of 20 growth stocks, but let us stop 
naming names. We come up with 3 
chemicals; 3 oils (2 internationals, 1 
domestic, and all integrated); and 1 
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each in the classifications aluminum 
(north of the border), business ma- 
chines, electrical equipment, merchan- 
dising, paper, and photographic. Three 
other industrials defy classification: a 
glass slanted to building, automobiles, 
and chemicals is one; a glass.slanted to 
bulbs, tubes, and electronics is an- 
other; a dealer in Scotches (solids, not 
liquids) and fluorides is the third. Two 
insurance stocks (with different invest- 
ment policies and different views on 
fighting their battle with our merchan- 
diser), two utilities, and one bank stock 
(New York) complete our list of 20. 


I hear some one from the back of 
the room fairly shouting, “What do 
they. yield?” The answer, assembling 
the list as I would now suggest and 
looking backward (December 30, 1955, 
prices against 1955 dividends paid), is 


2.50%; looking forward (the same 


prices against currently and conserva- 
tively indicated dividends) is 2.69%. 
I shall be disappointed if actual 1956 
yield does not prove to be near 3% 
based on December 30, 1955, prices. 
However, a yield as low as 3% on my 
growth stock portfolio shows why we 
use “special situation” stocks also. For 
the hedged position and the steady com- 
pounding of the income factor alone. 
a stock like American Telephone can- 
not be overlooked. Among issues com- 
monly considered cyclical, General Mo- 
tors has habitually paid a good divi- 
dend, and its principal performance 
has been mighty satisfactory. 


Remember, in any event: $20,000 
compounded at 75% seven times be- 
comes more than $1-million. Where 


principal is, there also may income be. 
The portfolio well balanced between 
bonds and stocks has great merit. 


STREAMLINING ADMINISTRATION 
AND OPERATION 


WILLIAM F. LACKMAN 


Vice President, Guaranty Trust Company of New York, New York 


HE FEDERAL RESERVE BANK OF NEW 

York, in its “Monthly Review” for 
June 1955, reported that in 1954 nine 
New York City banks, which probably 
hold about 60 per cent of all pension, 
profit-sharing, and other employee bene- 
fit funds held by trustees in the entire 
country,! had a net operating loss, be- 
fore income taxes, of $81,300. The re- 
port stated that “the expenses of servic- 
ing pension and profit-sharing trusts in 
1954, stated as a percentage of total 
commissions and fees, were larger than 
for any other type of trust”; it also said 
that “the high expense ratio in pension 
and profit-sharing trusts may indicate 
that the level of income from such trusts 
is low.” 


As the report suggests, every effort 
should be made to keep expenses down, 
and fee schedules should be reviewed to 
determine whether they are adequate. 
As the aggregate gross fees charged by 
the banks included in the report amount 
to about 70 cents for each $1,000 of 
assets held, a careful analysis of costs 
will probably suggest to some trustees 
the need of a higher fee schedule Taking 
into account the facilities which must 
be maintained to discharge satisfactorily 
the heavy responsibilities in handling 


1The S.E.C. estimates the total at $11 billion. 
(See Nov. ’55 T&E, p. 995.) 


this type of business, some of the rate 
schedules now in effect appear to be 
inadequate, particularly in small and 
medium-sized trusts. 


Before fee schedules are _ revised. 
trustees must be certain that their costs 
are as low as possible consistent with 
a high quality of service. The large 
volume of activity in this type of trust 
makes even the slightest saving in the 
handling of a particular item worth- 
while, particularly as the Federal Re- 
serve Bank report points out that nearly 
80 per cent of the commissions and fees 
in these accounts are absorbed by sal- 
aries and expenses related to salaries. 


The major element of cost should be 
incurred in performing the duties for 
which trustees are hired—receiving and 
holding the funds in trust, investing 
them, disbursing them in payment of 
benefits, and accounting for what has 
been done. Costs not directly related to 
the discharge of these duties should be 
kept to a minimum. 


Whenever possible, a separate group 
or department should be established to 
handle this business. This will permit 
training of personnel and development 
of operating techniques to meet the 
special requirements of these trusts. 
The maximum work simplification can- 
not be achieved if this business is 
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handled as part of the personal or cor- 
porate trust department. 


Using Commingled Funds 


Consideration should be given to 
setting up one or more commingled 
funds, similar to the common trust funds 
established for personal trust accounts. 
Some of the requirements of common 
trust funds can be avoided in these 
commingled funds because they are set 
up pursuant to specific authorization in 
the individual trust agreements. The 
savings which can be effected in invest- 
ing small and medium-sized trusts 
through. the use of commingled funds 
and the better investment results avail- 
able to the customer are obvious. 


In acquiring this business and render- 
ing a necessary service to customers, 
trustees usually assist in the formulation 
of plans and in their maintenance on a 
satisfactory basis. This should be done 
without rendering services which prop- 
erly should be rendered by professionals, 
such as actuaries and lawyers. 


The trustee should furnish complete 
information required by its customers 
by means of advices, statements, and ac- 
countings prepared on a uniform basis. 
Special statements, differing in form or 
content from those usually furnished, 
should be avoided. Usually they are not 
required, and frequently are not used 
when received. If special arrangements 
are made, the continued need for the 
information in that form should be 
determined from time to time. 


All records in connection with the 
plan, including employees’ accounts, 
should be maintained by the customer. 
The cost to the customer will be lower 
than if the trustee were to maintain these 
records, and the arrangement will be 


more satisfactory to the customer. 


Simplify Payment Operation 


The procedures in connection with the 
issuance and payment of benefit checks 
should be simplified. The fees charged 
by corporate trustees for this service are 
highly inadequate. The relatively small 
volume of payments in each account 
does not permit the handling of the 
operation in the most efficient manner, 
and the collateral matters which arise 
are costly to handle. Aside from the 
issuance and payment of the checks, 
addresses of payees must be changed; 
payments must be stopped on outstand- 
ing checks issued to a payee who has 
died: duplicate checks must be issued 
to replace checks which have been 
lost. destroyed, or have not been re- 
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ceived; and income tax information re- 
ports must be filed. 


Mechanization 


Whenever possible, the payment op- 
eration should: be mechanized, all in- 
structions should be received from the 
customer on forms which can be used 
by the trustee as permanent records, cer- 
tain necessary forms should be furnished 
for the customer’s use, address changes 
and communications should be chan- 
neled through the customer, instructions 
to change addresses should be cremated 
after a short period without ever having 
been filed, cumulative records of pay- 
ments should be avoided, tax reporting 
should be simplified, rules to facilitate 
examination of endorsements and pay- 
ment of checks should be established, 
lists of checks issued and outstanding 
and of paid checks delivered to the cus- 
tomer should be prepared in such a 
way as to avoid duplicating the in- 
formation. 


The trustee must give the customer 
information concerning the transactions 
in the trust in such detailed form that 
it can be used by the committee charged 
with the duty of administering the plan, 
the auditors, accountants, income tax 
people and actuaries, as well as by man- 
agement, which is concerned to a greater 
extent with the overall results obtained 
by the trustee. All these requirements 
can be taken care of satisfactorily if 
advices of security transactions are sent 
as they take place, if monthly state- 
ments of the cash account are rendered, 
and if annual accountings summarizing 
the trustee’s acts are submitted. 


The advices of security transactions 
may be the original of the fanfold form 
which is made up in connection with all 
such transactions when they are com- 
pleted. Such advices will show the 
description of the security, the name of 
the broker, the date of the trade, the 
price, the brokerage commission, tax 
and other expenses, and the dollar 
amount involved, showing accrued in- 
terest separately. 


No other advices of cash transactions 
need be sent to the customer as they 
occur. A monthly statement of the cash 
transactions is usually sufficient for the 
customer’s needs. This form of state- 
ment is merely a transcript of the 
trustee’s cash account. 


Accounting 


The annual accounting is the most 
important statement rendered by the 


trustee—and the most troublesome be- 
cause of the work involved in its prepa- 
ration and the time limitations imposed 
by customers. If the parties to whom 
this accounting is sent—usually the em- 
ploying company and the committee ap- 
pointed by it to administer the plan— 
do not object to any item in the ac- 
counting within a specified period, the 
accounting will be deemed to have been 
approved as rendered. As the approval 
covers only those transactions stated in 
the accounting, it is important to the 
trustee that the accounting be complete. 


Most trustees maintain their records 
on a cash basis; their accountings 
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should be on a cash basis. The trustee’s 
accounting period should be the same 
as the customer’s in order to tie in with 
the customer’s accounting and tax years. 
The actuary will have no difficulty pre- 
paring his figures on such a basis. 


There appears to be no good reason 
for repeating in the accounting any de- 
tailed information already in the hands 
of the customer, except for a summary 
of the security transactions which have 
taken place during the accounting 
period. The customer’s records will show 
the dates and amounts of all contribu- 
tions sent to the trustee and of all bene- 
fit payments made during the accounting 
period. Expenses should be detailed, as 
should all security transactions A satis- 
factory schedule can be prepared which 
will show, as to each security, the prop- 
erty on hand at the beginning of the 
accounting period; all purchases; sales 
with the resulting gain or loss; and the 
property on hand at the end of the 
accounting period, showing both the 
book and market values as of that date. 
The schedule can also show the income 
actually collected during the accounting 
period and the income accrued but un- 
collected as of the end of the period. 


By using a single schedule, the repeti- 
tion of security descriptions can be 
avoided. The security descriptions can 
be shortened materially without making 
it difficult to identify the security. A 
diversification table, based on both book 
and market values, showing the percent- 
ages of the fund invested in the various 
types of securities, will be of interest, 
as will actual yield earned by the fund 
during the accounting period, based on 
income alone and based on income plus 
realized net gains or minus realized net 
losses. The summary schedule of the ac- 
counting can, in most cases, be used for 
income tax purposes; the customer 
would have to prepare a special state- 
ment whenever there are accrual items 
other than accrued income, such as 
accrued employer or employee contribu- 
tions or accounts payable. 


Gains, Losses, Premiums and 
Discounts 


Because income tax rules need not be 


followed, gains and losses realized on 


the sale of securities can be computed 
on the basis of the average cost of the 
securities held. The proceeds of the sale 
of rights and of fractional shares re- 
ceived as part of a stock dividend can 
be treated as realized gain or can be 
used to write down the cost of the secur- 
ity, thus eliminating the need of allocat- 
ing small portions of the cost of stocks 


to the rights or fractional shares in order 
to determine the gain or loss realized 
when they are sold. 


The practice of amortizing premiums 
and accumulating discounts on bonds 
can be discontinued as the amounts in- 
volved are too small to justify the work 
involved. In our own case, we estimated 
that the annual adjustments in book 
value amounted only to one-twentieth 
of one per cent of the aggregate book 
value of the assets and to 2.25 per cent 
of the income collected. When we dis- 
continued this practice as of January |, 
1955, we estimated our savings in costs 
to be about $20,000 per year. Two of 
our customers told us they were able to 
reduce their work force by one person. 


There was not a single unfavorable re- 


action If .the practice of amortizing is 
continued, the “straight line” method of 
computation will be found much simpler 
than the so-called “scientific” method; 
also, depending on the bookkeeping 
system used, it may be possible merely 
to adjust the cost values of the securities 
in the annual accounting without ac- 
tually passing bookkeeping entries. 
Timing 

The trustee should endeavor to ob- 
tain as long a time as possible in which 
to submit accountings. It is inevitable 
that special requests will be received for 
their earlier submission. If the account- 
ings are prepared by hand, it will be 
possible to schedule the work so that 
most of it can be done during the fiscal 
year, and the more urgent accounts can 
be completed immediately after the close 
of the year. As the volume of the busi- 
ness increases, a machine accounting 
system will offer the only satisfactory 
solution. 


We also submit to our customers 
quarterly statements of the book and 
current market values of the assets held, 
together with a diversification table 
showing the percentages based on both 
book and market of each class of in- 
vestments held. These statements are 
prepared entirely by machine. They are 
used by us, among other things, as a 
basis for the computation of our fees, 
and enable us to determine the aggregate 
book and market values of all our em- 
ployee benefit trust assets These state- 
ments can be completed in a surpris- 
ingly short time. 

The practices outlined give our cus 
tomers all the information they require 
in convenient form when needed. The 


streamlining of our administration and | 


operations has not in any way reduced 
the quality or adequacy of the services 
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rendered. On the contrary, it has en- 
abled us to devote more time to the 
performance of necessary services re- 
quired by our customers within their 
prescribed time limits. 

The success of any effort to simplify 


procedures and to meet tight time 
schedules depends on the calibre, train- 
ing, and experience of personnel. With- 
out their abilities and wholehearted in- 
terest and cooperation, such an under- 
taking is not possible. 


RECENT DEVELOPMENTS IN PLANS 


ROBERT S. SWAIM 
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N THE EARLY YEARS OF PENSIONS, VERY 

few plans included any benefits to 
those who left the company before re- 
tirement except to the extent of refund- 
ing the employee’s own deposits under 
a contributory plan. The result was that 
unless an employer was willing to have 
some employees retire with completely 
inadequate benefits. he was not willing 
to hire any one past middle age because 
the expense of an adequate benefit would 
be prohibitive to fund during a short 
period of employment. The advent of 
industrywide plans permitted employees 
to change jobs wi hin the same industry 
and carry their accumulated retirement 
credits with them, and there is now de- 
veloping an increased general tendency 
to grant vested rights to a deferred pen- 
sion to employees who leave prior to 
retirement. In this manner, a 
person who works successively for sev- 


actual 


eral companies accumulates a series of 
pension credits that more nearly ap- 
proaches a full benefit when he finally 
reaches age 65 without throwing its 
entire cost on his final employer. 


One basic weakness in pensions, as 
in the case of any other fixed dollar in- 
come, is its deterioration in an inflation- 
ary climate; and many attempts have 
been made to improve that condition. As 
social security benefit levels have in- 
creased over the | the present 
tendency in offset plans is to freeze the 
offset at a designated level, so that the 
retired employee, instead of the em- 
ployer, will receive the benefit of future 
increases in social security payments. 


years, 


There is also a tendency to use a final 
average compensation instead of a 
career average for computing the 
amount of pension benefits. Another 
practice has been to combine a pension 
and profit-sharing plan, which provides 
an assured accumulation of fixed pen- 
sion credits each year, plus a proration 
of profits in high profit years, the bene- 
fits of both portions being consolidated 
at retirement. The current practice 
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among trustees generally of including 
equities in their trust portfolios has 
helped to finance these larger benefits. 
The recent survey by the S.E.C. shows 
equity holdings in noninsured pension 
and profit-sharing trusts increased from 
15 per cent of total investments in 195] 
to 22 per cent in 1954. 


Variable Annuity 


While all of these developments tend 
to produce a larger terminal value, the 
private pension is still fixed at retire- 
ment and is not immune to post-retire- 
ment deterioration in the purchasing 
power of the dollar. The rapid develop- 
ments in the field of variable annuities 
indicates how important this subject is. 
Regardless of the success of the insur- 
ance companies in obtaining the legisla- 
tion they need to offer these policies 
publicly, the theory of paying an annuity 
of variable amount has definitely caught 
the public interest: and it is well for us 
to consider to what extent we can, and 
should, include them in trust-adminis- 
tered plans. 

While a few of these trusteed plans 
have been installed, | wonder if the 
reason more have not been used isn’t be- 
cause of their tendency to increase cost 
to management. In the conventional 
method of funding pension plans, a net 
yield in excess of the assumed rate, and 
capital appreciation. serves to reduce 
the cost of maintaining the plan. But if 
a favorable investment experience in a 
variable annuity program is used to in- 
crease the benefit level, the cost of the 
plan has not been reduced. It will be 
interesting to see if some compromise 
is developed which will continue to 
apply investment gains during the ac- 
cumulation period to a reduction in the 
cost of the plan, and limit the use of the 
variable annuity features to the retire- 
ment period. 


Capital Accumulation Plans 


There has also been a pronounced 
trend in the last two years to adopt 
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plans whose primary purposes are not 
particularly keyed to retirement bene- 
fits, but which instead provide a means 
for employees to accumulate capital 
assets and which also serve as reserves 
to meet financial emergencies during 
active employment, particularly where 
adequate retirement benefits have also 
been provided by a formal pension plan. 
These supplemental plans have taken a 
variety of forms, including the good old 
garden variety of contributory profit 
sharing plans, stock bonus plans, and 
stock options. It is in this area that the 
taxfree treatment of unrealized gain on 
distribution of stock of the employer can 
be utilized to its fullest extent, and many 
of these plans concentrate heavily in em- 
ployer stock. 


A group of these plans, called “Sav- 
ings Plans,” for years were confined 
almost entirely to the oil industry, but 
are now being extended into other in- 
dustries. They are basically contributory 
plans, but with the employer often add- 
ing up to 50 per cent of what the em- 
ployees contribute. While the employer 
contribution is usually invested entirely 
in its own stock, the employee has the 
option of having his own deposits in- 
vested in Series E Savings Bonds, or in 
company stock, with sometimes a third 
option of investing in a selected list of 
investment trust shares, and the further 
privilege of changing these investments 
at his own option. Withdrawal privi- 
leges are flexible enough to justify the 
employee’s treating his equity as a sav- 
ings reserve, but at the same time there 
is an inducement to allow the funds to 


accumulate until retirement. A recent 
change in the Treasury Department 
regulations permits the registration of 
Series E Bonds in the name of the trustee 
of this limited type of trust, and in de- 
nominations up to $100,000; and this 
has eased some of the administrative 
problems. 


Most stock option plans are qualified 
restricted stock options that do not in- 
volve the use of trust services. An al- 
ternative that is being used by a number 
of companies is a rather simple program 
that provides for regular contributions 
to a custodianship account, by payroll 
deductions, often augmented by match- 
ing employer contributions to some 
limited extent. The aggregate deposits 
are used by the corporate custodian to 
buy shares of employer stock on the open 
market each month, which are averaged 
as to cost, and assigned to each em- 
ployee’s acount in the ratio that his con- 
tributions for the month bear to the 
total, even to the necessary fraction of a 
share. Dividends are either used to buy 
additional stock or distributed in cash; 
and the stock itself is distributed every 
few years to encourage the feeling of 
actual stock ownership, or upon any 
earlier termination of employment. 


Newest Development 


The recently negotiated supplemental 
unemployment benefits contracts have 
created a need for an entirely new form 
of trust. This has been the most recent 
development in this field, and the ad- 
ministrative features of these trusts have 
not yet formed any clear pattern. It will 
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be recalled that the contracts negotiated 
by Ford and General Motors were sub- 
ject to several conditions: 


1. That the company would not be 
required to make any contribution to 
the trust fund until it received a rul- 
ing that the contribution would be cur- 
rently deductible for federal income 
tax purposes, and also one from the 
U. S. Department of Labor to the 
effect that the contribution would not 
be included in the regular rate of any 
employee; 


2. That no benefits would be payable 
unless satisfactory rulings had been 
received from states in which at least 
two-thirds of the employees were lo- 
cated, that these payments would not 
disqualify the employee from receiv- 
ing current state unemployment bene- 
fits. 


Favorable rulings on the tax deduc- 
tion feature. and to the effect that con- 
tributions would not be included in com- 
puting the employee’s regular rate of 
pay are now being released; but onl) 
six states, I believe, have issued rulings 
to the effect that payments under these 
plans will not destroy the employee's 
right to receive unemployment benefits. 
so the two-thirds requirement has not 
yet been satisfied for many companies. 


As a result, while there have been a 
number of these plans negotiated, we 
are only now on the threshold of having 
the trusts themselves set up. 


Operation of ‘‘Negotiated”’ Plans 


It is typical of these negotiated con- 
tracts to require trust investments to be 
limited to cash or government bonds. 
While we may not be willing to pay too 
much of a premium for current liquidity 
in investing a pension trust, that may be 
a very important element in one of these 
unemployment benefit trusts because it 
is apparent that the need for cash to pay 
benefits may well come during a period 
of unsettled market conditions, even in 
the government bond market. 


Remittances if made by the trustee 
obviously will present problems different 
from those in pension trusts where em- 
ployees enter the retirement rolls in an 
orderly manner a few at a time, and 
then receive payments in a constant 
amount each month for life. In these 
supplemental unemployment benefit 
plans, there will be no remittances until 
there is a layoff, when very substantial 
numbers of persons may become en- 
titled to payments upon relatively short 
notice. Even while payments are being 
made, the duration of the payments, 
and the weekly amounts, may vary 
among individual employees, so the re- 
mittance procedure will be a highly in- 
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dividualized operation, and not the ma- 
chine operation it is in pension plans. 


Remittance procedures, therefore, will 
have to be well organized for immediate 
use on short notice, but maintained 
most of the time on a standby basis with 
only relatively short periods of actual 
use. While I know of no pattern of op- 
eration that has become generally ac- 
cepted as yet, I find it is becoming a 
rather common practice to have the 
preparation of remittance checks, as well 
as their distribution, delegated to desig- 
nated employees of the employer who 
are either authorized to draw checks 
against the special bank accounts main- 
tained by the trustee for this purpose, 
or to distribute benefits in the form of 
drafts drawn against the trust. Either of 
these practices. of course, simplifies this 
remittance problem so far as the trustee 
is concerned, and feeds it back into 
the basic payroll activities of the em- 
ployer. 


The accounting requirements of the 
trustee of one of these trusts are a little 
more exacting than under a_ pension 
trust. In addition to its normal trust ac- 
countings, the trustee is required to 
furnish monthly statements to the em- 
ployer, the union, and the joint board, 
showing the amount of employer de- 
posits made during the preceding month, 
the amount of payments made, if any, 
and value of the trust as of certain desig- 
nated dates. Under some circumstances, 
valuations of the trust must be made 
weekly. 


This pattern established by the auto- 
mobile industry has been varied in other 
industries. In the glass industry, the 
plans call for an allocation of each con- 
tribution among the eligible employees 
in much the same way that profit-sharing 
plans establish participating interests: 
and in case of a layoff, an employee’s 
payments are charged solely against his 
own allocated interest. The interests 
under these class plans are vested so 
that any funds remaining on the em- 
ployee’s death or other termination of 
employment are paid to him at that time. 


It is only a short step from a plan of 
this latter type to a typical profit-sharing 
plan which includes provisions for cur- 
rent distributions during periods of lay- 
off. Some such plans have been adopted, 
and we can expect the practice to grow 
considerably. 


Legislative Inquiries 


Mention should be made of the legis- 
lative inquiries by the Douglas Com- 
mittee and others. Initially, the Douglas 
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Committee, then headed by Senator Ives, 
conducted an inquiry into a number of 
health and welfare plans, disclosing a 
number of abuses in the disposition of 
funds. During the past year, the com- 
mittee’s inquiries were extended into 
the field of pensions, and during the 
winter included a report from most of 
the banks actively engaged in the ad- 
ministration of pension plans and profit- 
sharing plans with pension features. This 
report called principally for investment 
data, particularly as to the inclusion of 
employer investments. While no recom- 
mendations have yet been made by this 
Committee for any actual legislation, it 
appears that serious consideration is 
being given to the necessity or desirabil- 
ity for some form of accounting to the 
employees involved. Senator Douglas has 
indicated that he favors complete public 
disclosure of all employee welfare fund 
income, management, and investment. 


Another line of inquiry is being con- 
ducted by Senator Fulbright’s Com- 
mittee, dealing with the general eco- 
nomic power of the trustees handling the 
huge amounts of money in employee 
trust funds; and in this connection, the 
S.E.C. was asked to obtain some rather 
detailed information from a number of 
employers regarding the investment 
make-up of their pension trust portfolios. 
Just recently, the President 
mended in his Economic Report that 
Congress require federal registration of 
all private pension and welfare funds, 
union sponsored and otherwise, as well 
as periodic reports on their administra- 
tion and finance. Senator Ives has in- 


recom- 


troduced a bill in Congress which is de- 
signed to provide full disclosure of the 
financial operation of welfare and bene- 
fit plans, specifically including pension 
plans, by requiring the person respon- 
sible for the control, disposition, or man- 
agement of the funds to register the 
plans and submit annual reports to the 
Secretary of Labor. The Secretary would 
be authorized to require portions of 
the information contained in the reports 
to be furnished to the plan beneficiaries, 
and also permit him to make informa- 
tion in the reports public, if he deems 
that disclosure appropriate and in the 
interests of the public or the bene- 
ficiaries. It appears that it is substan- 
tially a matter of time before some 
supervisory legislation is adopted. 


Trustee’s Attitude 


We who administer these trusts not 
only are now subject to regulation 
through federal as well as state exam- 
ination, but complete accountings and 
disclosure of all financial transactions 
are made regularly to those persons 
charged with the responsibility of en- 
forcing the trust. We must and do en- 
dorse the actions necessary to prevent 
the diversion of these funds to any 
unauthorized or improper purpose. This 
is basic in our training as trustees, and 
in our attitude toward those who handle 
the money of others. But we also have 
a responsibility to our beneficiaries to 
see that we do not incur excessive 
expenses or duplication of services in 
our administration of trust accounts. 


There are, therefore, at least two ways 
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in which we should participate in the 
solution of this problem. First, we 
should cooperate by offering our exper- 
ience and technical knowledge in any 
further studies that are made into pres- 
ent corporate trusteeship practices to 
see that requests for information about 
our operations are limited to matters 
that are both necessary and pertinent 
for the purposes of the inquiry, and are 
submitted in a form that can be efficient- 
ly and economically answered. Our 
second objective, and one that applies to 
management as well as to trustmen, is 
to see that any legislation adopted does 
not needlessly duplicate existing super- 
vision of corporate trustees where ade- 
quate protection of the interests of em- 
ployees already exists. 

In summarizing the areas* touched 








*The whole area of health and welfare has been 
left untouched, as has the subject of industrywide 
plans, the current trend toward establishing com- 
mon trust funds for qualified plans and others. 


upon, it seems to me that the important 
changes in pension plans have been 
primarily in the direction of extension 
of coverage or improvement in benefits, 
with particular attention to stabilizing 
the purchasing power of those benefits. 
The field of unemployment compensa- 
tion is just unfolding, but promises to 
present very interesting developments. 
The greatest development has probably 
been in the extended use of profit shar- 
ing in its various forms. Profit sharing 
has acquired a multitude of adherents 
today, because of its adaptability to 
serve the needs of employees during the 
period of employment as well as accum- 
ulating an estate that serves at retire- 
ment. The enthusiasm of those who have 
had success with these plans is contagi- 
ous, the trend is growing, and I am 
firmly convinced that they will form an 
increasing part of our retirement trust 
administration activities. 


PANEL ANSWERS CURRENT QUESTIONS 


OLLOWING PRESENTATION OF THE 

four foregoing addresses, the speak- 
ers were constituted as a panel, under 
the leadership of Wallis B. Dunckel. 
vice president of Bankers Trust Co., 
New York, to answer a baker’s dozen 
questions submitted in advance. 


1. How can pension and profit shar- 
ing trusts best be developed ? 


Mr. Swaim: As with solicitation of 
corporate trust business, it is difficult to 
know when a corporation is contemplat- 
ing adoption of an employee benefit 
plan. Hence it is necessary to keep the 
bank’s name before the prospective cus- 
tomer by advertising, direct mail and 
personal calls so that when the corpora- 
tion begins to think about installing a 
plan, it will think of the bank. A com- 
bination of these approaches plus con- 
ducting a forum on pensions should 
prove to be effective as well as valuable 
to the commercial banking department. 


2. What success has there been in 
obtaining agency appointments for nego- 
tiated health and welfare plans? 

Mr. Coburn: This relationship, cus- 
todian in nature and involving a group 
of employers, entails duties largely ad- 
ministrative in character such as main- 
tenance of records and accounts. There 
are generally no investment functions, 
although there may be a small reserve 
to defray future increases in insurance 
premiums or to cover lean years. Fees 
vary because duties differ. 
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3. Is it customary to use the bank’s 
own attorney or the corporation’s lawyer 
to draft a pension trust? 


Mr. Lackman: Unless there is a con- 
flict of interests, generally the corpora- 
tion’s counsel is employed, with the 
assistance of the actuary and the trustee 
who may suggest clauses and forms ac- 
ceptable to the Treasury. In some states, 
however, it is permissible to have the 
bank’s attorney draft the documents. 


4. How can trustmen expedite quali- 
fication of plans by the Treasury? 


Mr. Dunckel: Not much can be ac- 
complished by trust institutions indi- 
vidually. Clearance through the Trust 
Division’s Committee on Employees 
Trusts (chairman H. S. Overholt, vice 
president of Mellon National Bank and 
Trust Co., Pittsburgh) would permit 
more effective collective representation 
in Washington. 


5. What procedure should a bank 
follow in the conversion of an insured 
plan to a trustee plan? 


Mr. Luick: Many agreements covering 
individual contracts are too tightly 
drawn to permit their use in a recon- 
struction of the plan. The document and 
policies should be reviewed to determine 
which of the latter are suitable for con- 
tinuation. The attitude of the company 
and the benefits to be retained are im- 
portant factors. For example, a death 
benefit could be transferred to group 
life; a widow’s benefit could be sub- 


stituted in some cases. A survey shows 
that conversions produce savings to the 
employer and increased benefits to the 
employees. 


Where a group annuity is involved. 
the contract must likewise be examined. 
The question of when interests vest is 
significant; the company should see that 
not all of the values go to the employees 
on termination of the existing plan. Con 
tingency reserves are not easily re- 
leased. In any event, conversion is a 
long process. 


6. What is the fee basis for pension 
and profit sharing plans? 


Mr. Lackman: According to a survey 
made by Kennedy Sinclaire, Inc., fees 
in New York, which are somewhat lowe: 
than in Boston, Chicago and other cen- 
ters, are approximately as follows: 


1% or V4 of 1% on the first $1 million 
1, of 1% on the next $4 million 
1/15 of 1% on the next $20 million 
1/20 or 1/25 of 1% on the excess 


with a minimum of $500 for the first 
year and perhaps a lower minimum 
thereafter. 


7. What is the distinction in invest- 
ment policy for a pension trust and a 
profit sharing trust with retirement fea- 
tures? 


Mr. Coburn: In the eyes of a purist. 
there is no difference; such differences 
as do exist are not in the area of in- 
vestment. There is, for example, the 
question of input versus output which. 
like other factors, is not an investment 
consideration. Just as with a personal 
trust, purposes must be analyzed and 
duties to both the employer and em- 
ployee considered. 


8. Should funds in a profit sharing 
trust be segregated on termination of 
employment or retirement, or left in the 
general fund? 


Mr. Swaim:. On termination of em- 
ployment, very few companies desire to 
provide a fee investment service for their 
erstwhile employees. Usually they will 
keep such share in the trust for not 
more than six months. Upon retirement 
or death, an unsegregated fund may 
create the public relations problem of 
explaining a decline. A suggested al- 
ternative is to retain the share as a 
general liability of the trust, paying te 
equivalent of the short-term interes! 
rate; e.g., 2%. 


9. Is amortization of premiums on 
investments in pension funds outmoded 
in view of the trend toward investment 
in common stocks? 
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Arthur L. Coburn speaking at session on Pension Trusts. Other speaker-panelists (1. to r.) 
Robert S. Swaim, William F. Lackman, moderator W. B. Dunckel and David J. Luick. 


Mr. Lackman: Most New York banks 
have abandoned or are about to dis- 
continue the practice of amortization. 
This effectuates substantial savings and 
customers approve. Exception might be 
made in the rare case of high coupon 
bonds. 

Mr. Coburn: In Massachusetts amorti- 
zation is required. It is undesirable to 
show the entire loss in the one year. 

10. Should pension funds of separate 
corporations be grouped under a pooled 
plan or a common trust fund? 

Mr. 


employers should be managed outside 


Coburn: The funds of various 
a regular common trust fund. For one 
thing. the $100,000 limitation on par- 
ticipaticn by one account, under Federal 
Reserve Regulations, would not be ap- 
plicable. In Massachusetts, participation 
in a regular common trust fund would 
also involve the problems of notice to 
the employees as well as a tax liability. 
\o administrative disadvantages seem 
to be entailed in a pooled plan. Although 
no individual account in Old Colony 
Trust Co.’s pooled plan now runs that 
high. the standard fees schedule goes 
uy to the $5 million bracket. 


Old Colony first entered the pooled 
pension plan field in 1947 when it made 
the pension trust covering its affiliated 
institutions available for participation 
by banks, there now being over 100 
suc!) participants. In 1952 the trust 
company established a pooled profit 
sharing trust and in the following year 
a pooled pension trust for corporations. 
These have been useful tools from an 
administrative standpoint but they have 
not been actively sold. 
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ll. What are the prospects for pen- 
sion plans for professional people? 


Mr. Swaim: A new bill along the 
lines of the Jenkins-Keogh measures of 
earlier sessions is before Congress. It 
would permit participation in a pension 
plan on an individual rather than as- 
with a tax credit for 
limited amounts of contributions to a 
qualified trust. The probability of early 
passage is not strong in view of the 
Administration’s lack of enthusiasm for 


sociation basis, 


the drain on the revenue which would 
result from enactment of this proposal. 


12. Should individual employee ac- 
counts be maintained by the trustee? 

Mr. Lackman: Wherever possible, the 
trustee should not undertake this func- 
tion as it can be more efficiently handled 
by the employer itself where the in- 
formation must originate. Companies 
which maintain their own records agree 
it is better for them to do so. Charges 
of $1.00 to $5.00 per account indicate 
the difficulty of getting commensurate 
compensation. 


13. What liabilities are incurred in 
purchasing a closely held company’s 
own unlisted securities for its fund? 

Mr. Coburn: It is generally undesir- 
able to purchase such securities. Prior 
Treasury approval of such an invest- 
ment would mean only that it is not a 
prohibited transaction but would not 
pass on its merits as an investment. If 
the plan calls for investment direction 
by an advisory committee and an 
exculpatory clause is included, such a 
purchase would not prejudice the trustee. 
A good test would be: is the trustee buy- 
ing these securities in general? 





In response to a question from the 
audience, Mr. Coburn remarked that 
the powers granted in pension trusts are 
usually quite broad but there may be 
some misconception as to what the 
trustee’s duties are as distinguished from 
powers. The fiduciary should make clear 
to the customer just what the words 
mean. 


The other question from the floor 
dealt with the inventory value of K 
bonds. Mr. Lackman advised consulting 
with the employer as to its wishes in this 
connection. In a profit sharing trust, 
market value would probably be used. 


A A A 


Two-Fund Pension Plan Offered 
by First Pennsylvania 


The First Penco Two-Fund Plan, for 
the investment of pension and _profit- 
sharing trusts, has been announced by 
First Pennsylvania Banking and Trust 
Co. of Philadelphia. Stated to be the 
first of its kind for business corpora- 
tions in the East and only the third in 
the country, this service offers two sep- 
arately invested znd broadly diversified 
funds, securities 
and the other in common stocks. Indi- 
vidual plans for which the bank is trus- 
tee will be enabled to participate in the 
two funds in proportions to meet their 
particular objectives. Units of partici- 
pation will be valued monthly for pur- 
poses of admission and withdrawal. 


one in fixed-income 


A A A 
New Poo.ep PENSION FUND 


The most significant development in 
1955 (in our Pension field) has been 
the of the Marine Midland 
Pension Investment Trust, a collective 
investment fund to permit 
with few employees to obtain many of 


formation 
concerns 


the retirement benefits hitherto avail- 
able only to customers with large pay- 
rolls and pension funds. This investment 
Trust may also be utilized by other 
Marine Midland Banks, as co-! 
for customers. — from 
annual report of Marine Midland Trust 
Co.. New York City. 


A AA 


us'ees. 


their pension 


BANK Prorit-SHARING PLAN 
COMPLETES TENTH YEAR 


On the tenth anniversary of the bank’s 
profit sharing retirement plan, Willard 
I. Webb, Jr., president of The Ohio 
Citizens Trust Company, announced that 
the company’s distribution of $74,598 to 
the plan for 1955 was the largest in its 
history. Exactly 100 employees will share 
in the 1955 contribution. 
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Behind the Ships that Set the Pace... 


a Master’s Touch in Oil 





World’s fastest jet boat, Donald Campbell’s Blue- 
bird—216 miles an hour... 


World’s fastest propeller-driven boat, Slo-Mo-Shun 
IV—178 miles an hour... 


All the Atlantic Blue Ribbon Winners, from the 
Mauretania to the S. S. United States... 


Maiden voyage of the world’s first atomic-powered 
submarine... 


Two-fifths of the world’s freighters . . . 


The race horses and work horses of the seas all have 
one thing in common—SOCONY MOBIL’S master touch 
in lubrication. 


Good reason! When the chips are down—when rec- 
ords are at stake—when schedules must be met— 
the men who know marine machinery look to 
SOCONY MOBIL for its protection. 

* * * 
Wherever there’s progress in motion—in your car, 
your factory, your farm or your home—you, too, can 
look to the leader for lubrication. 





SOCONY MOBIL OIL COMPANY, 





INC. 


LEADER IN LUBRICATION FOR NEARLY A CENTURY 





teins tae lt: Selita dBase 
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INVESTMENT ASPECTS OF Ott INDUSTRY 


Attract Trustee Participation 


FREDERICK W. ATHERTON 


Manager, Oil Department, Loomis, Sayles & Company, Inc., Boston, Mass. 


{ROM THE PRACTICAL POINT OF VIEW, 


there are four main investment as- 


pects to the oil industry: 


1. The current situation — its present 
position and near-term outlook 


iw) 


. The broader longer term outlook 


3. The investment characteristics of 
the various companies 


4, The specific application of these 
first three points to the actual man- 
agement of the oil section of invest- 
ment portfolios 


Current conclusions based on our 
statistical studies and estimates for a 
year ahead are: 


1. The trend is favorable for refin- 
ery and marketing volume, with oil 
consumption in this country having 
increased 8% in 1955; currently show- 
ing about a 7.5% increase over the 
year-ago figures; and with an esti- 
mate of about a 4% increase for 1956 
as a whole. Incidentally, demand in 
December, which is a seasonally high 
month, ran over 10-million barrels per 
day for the first time. 

2. We expect that, despite rising 
imports, it will be possible for domes- 
tic crude oil production to average 
about 7,100,000 barrels per day this 
year — a gain of nearly 5% — so the 
volume outlook for the producing 
branch is favorable. 


3. Above-ground oil inventories are 
in good shape — definitely not exces- 
sive — so there is no downward pres- 
sure on the price structure from this 
source. We don’t expect any serious 
storage surpluses to develop as far 
ahead as we can see into this year. 


4. The whole present situation adds 
up to a very firm solid picture, and a 
favorable set of conditions for the pe- 
riod immediately ahead. 


The Longer Term Outlook 


Many comments have been made by 
industry leaders over the past two or 
three months on the very promising 
long-term growth prospects for petro- 
leum consumption in the United States 
and on a world wide basis. One of the 
most interesting and dramatic state- 
ments was made in December by M. J. 
Rathbone, president of Standard Oil 
(New Jersey), who pointed out that 
oil demand in the free world has in- 
creased from 4.3-million barrels per day 
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20 years ago to 14.2-million barrels per 
day at present, and he said he expects 
it to double to about 28-million barrels 
per day in the next 20 years. There 
have been many other similar forecasts, 
all of which make allowance for de- 
velopment of atomic energy. | think 
these estimates are very conservative. 


To provide the facilities and the sup- 
plies to meet this enormous future 
growth in demand, the industry will 
have to make huge capital expenditures. 
The “Oil and Gas Journal” estimates 
that in the United States alone this 
year they will reach $5-billion. The 
Chase Manhattan Bank estimates that 
on a worldwide basis the industry will 
have to spend $115-billion in the next 
ten years. Just to take one small seg- 
ment in one company, the Standard Oil 
Company (New Jersev) has a program 
of building 53 supertankers at a cost 
of $312-million—and that’s just to carry 
part of that one company’s oil in inter- 
national trade. 


The reasonable conclusions on this 
long term outlook are: 


1. This whole picture adds up to 
very favorable growth prospects — a 
favorable outlook for volume of busi- 
ness for the long term, and a particul- 
arly favorable one for the companies 
with large foreign operations. 


2. The huge size of the capital ex- 
penditure program means that this 
industry simply has to remain profit- 
able — probably more profitable than 
it is now. This, to me, is a strong indi- 
cation that the oil industry’s price 
structure will have to move up grad- 
ually — and this almost unquestion- 
ably means an increase in the price of 
crude oil in the United States sooner 
or later. A higher level of prices will 
be needed to provide the capital for 
expansion because this industry prob- 
ably must follow its historical pattern 
of generating all but a small fraction 
of its capital expenditure require- 
ments internally through earnings. 


Other Investment Qualities 


1. The solid asset values — parti- 
cularly the values represented by oil 
and gas reserves in the ground. The 
real values inherent in proven oil and 
gas reserves today are far in excess of 


the money invested in finding and de- 
veloping those properties. 

2. The good storage-of-value char- 
acteristics which this kind of assets 
can provide during periods of eco- 
nomic recession. Also, the good resis- 
tance which the industry’s sales vol- 
ume has always demonstrated. 

3. The good inflation-protection as- 
pects. 

4. The worldwide geographical di- 
versification or concentration. 

5. Finally, and probably most im- 
portant of all, we have in the oil busi- 
ness some of the most highly skilled 
managements to be found in industry 
today, managements of outstanding 
competence and judgment that are 
really ‘working for stockholders, 


But investors can’t buy the oil in- 
dustry as a whole; they can’t buy the 
growth trend or the favorable price 
outlook or the diversification. We have 
to do our investing in individual, par- 
ticular oil stocks; and this brings us 
to what is to me the most interesting, 
the most intriguing aspect of the oil 
industry from the practical point of 
view of the investment manager or the 
trust officer in his day-to-day work. 


Large Number of Investment-type 
Companies 


We need concern ourselves only with 
the biggest companies with wide and 
active markets that qualify as good, 
solid, and alive trust investments. Even 
when we narrow down the field, we still 
end up with an unusually large number 
of possibilities, a large number big, 
strong and good enough to be accept- 
able as trust-type or investment coun- 
sel-type investments. 


I made some quick calculations on 
the size of the various companies meas- 
ured by total market value of their 
capitalizations: 


1. There are 10 oil companies with 
market valuations of over $1-billion 
each — actually 13 if you include the 
three biggest subsidiaries of Standard 
Oil (New Jersey) which have publicly 
held minority stock outstanding — 
that is, Humble, Creole, and Imperial. 
(Incidentally, each of these three main 
Jersey subsidiaries is individually the 
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biggest oil company in its area of 
operations — Humble in the United 
States, Creole in South America, and 
Imperial in Canada.) 


I am leaving out the foreign com- 
panies like Royal Dutch and British 
Petroleum, although they certainly 
have investment merit. 


2. Then, below $1-billion, but count- 
ing only the companies with over 
$200-million of market value, there 
are 27 more good companies that are 
big enough to have real investment 
stature. 


So, in total, the investment manager 
or trust officer has an unusually broad 
list of companies from which to make 
selections. There are at least 40 good, 
sound, well managed oil situations of 
acceptable size and quality for trust 
investment, including 13 real industrial 
giants in the $1-billion to $10-billion 
class. 


Specific Differences among 
Companies 


There are differences in geographical 
area of operations. Some are interna- 
tional companies like Standard Oil 
(New Jersey), Gulf, Texas, Socony, 
and Standard of California—companies 
which range over nearly all the world 
outside of the Iron Curtain. These com- 
panies are affected by all kinds of in- 
ternational crosscurrents in trade, cur- 
rencies and politics. Others confine op- 
erations pretty closely to the United 
States and Canada —- companies like 
Standard of Indiana, Shell, Cities Ser- 
vice, and Sun. 


There are differences in types of op- 


erations. Some companies are integ- 
rated, that is, engaged in producing, re- 
fining, transportation, and marketing. 
All of the major domestic companies 
are in this category. Others are just 
exploration and producing companies, 
such as Amerada, Seaboard Oil, Hono- 
lulu Oil, and Superior Oil. These pro- 
ducing companies are an especially in- 
teresting group because of the extent to 
which they plow back earnings into 
exploration and development of new 
fields, because this type of company 
can show very spectacular growth, and 
also provide direct participation in the 
favorable outlook for crude oil prices. 
The domestic integrated companies, 
among themselves, differ quite widely 
as to degree of integration; and this 
can affect profit margins and earnings. 
A few, such as Continental, Humble, 
Skelly, and Ohio Oil are large producers 
and sell all crude production over and 
above their refinery requirements. 


All the rest of the domestic integrated 
companies are buyers of crude in some 
degree. The extent of integration varies 
all the way from Sunray Mid-Continent, 
which has enough crude production to 
cover about 85% of refinery volume, 
down to Standard Oil of Ohio, which 
produces only about 26% of refinery 
requirements. In these companies, an 
increase in increase in 
prices of refined products is favorable; 
but an increase in the price of crude 
oil means an increase in costs, which, 


volume or an 


in the face of competitive pressures, is 
sometimes difficult to pass on to con- 
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sumers in the form of higher prices for 
gasoline and fuel oils. 


Then there are differences with re- 
spect to the amount they pay out in 
dividends. Standard Oil (New Jersey) 
has been an excellent dividend payer: 
and its big subsidiary, Creole, is out- 
standing in this respect, paying $3.75 
out of about $5 per share cash earnings. 
On the other hand, most of the straight 
crude producing companies pay small 
dividends. The classic example of this 
is Superior Oil, which had over $100 
per share of cash earnings in its last 
fiscal year—it $1,200 per 
share—but it paid oui only $3 in divi- 
dends last year. If you want income. 
obviously you don’t buy Superior Oil. 
This stock has an entirely different in- 
vestment function in our portfolios, a 
function which it has already performed 
for us very well indeed. 


sells for 


There are important differences in 
management too. Each investment man 
has his own ideas on management rat- 
ings, but I can certainly cite Standard 
Oil (New Jersey), Company. 
and Continental Oil as rather outstand 


Texas 


ing examples of major companies whose 
results have indicated that they have 
really top managements that are work- 
ing all the time for stockholders. Among 
companies of a different type, several 
exploration and crude producing com- 
panies have had discovery records and 
growth records which provide proof of 
outstanding management and _ oil-find- 
ing skill. 


The stocks 
show up most prominently in their in- 
vestment rating—in the 
praisal of them. This is perhaps best 


differences between oil 


market’s ap- 


reflected by the very wide variation in 
price-earnings ratios. In this group of 
40 leading companies. there are varia- 
tions all the way from 3.8 times to 23.6 
times earnings. | am speaking here of 
cash earnings before depreciation and 
depletion and other write-offs since | 
am sure that most of you recognize thal 
reported net income in the oil industry 
has little or no value as a measurement 
of real earnings or as a base for com 
paring price-earnings ratios. 


Some oil stocks appear to be cheap. 
Atlantic Refining, Standard Oil of 
Ohio, and Union Oil are at the lowe: 
end of the market scale in relation to 
earnings, selling around 4 times cash 
earnings or less whereas other stocks. 
like Louisiana Land, Humble, Creole. 
Texas Gulf Producing. and Superior Oil. 
all are high priced, selling at over 10 
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times 1955 cash earnings. That doesn’t 
mean that the cheap stocks are invest- 
ment bargains, nor does it mean that 
the high-priced stocks are unattractive. 
You can contrive some very interesting 
combinations of characteristics for your 
portfolios by having representation from 
these extremes to supplement and round 
out a core of more normally priced 
stocks. 


Then there is a new phase of the 
industry, petrochemicals, which is tied 
in closely with refinery operations. A 
few companies, such as Standard Oil 
(New Jersey), Shell Oil, Standard of 
California, and Phillips Petroleum, are 
particularly strong here. Personally, I 
think that so far as market influence 
is concerned, this development in some 
of the companies has been somewhat 
overglamorized from time to time; but 
there is no question that petrochemicals 
have improved the profit position of the 
refining division and that they do repre- 
sent scope for a great deal of future 
crowth, 


Natural gas also is an important ele- 
ment in assets and operations which 
varies quite widely among companies. 
To cite a few examples, Humble Oil. 
Phillips Petroleum, Cities Service. 
Standard of Indiana, and Superior Oil. 
all are very strong in natural gas re- 


serves. 


International Oil Companies 


I'd like to come back to the particu- 
larly prospects of the 5 
principal U. S. oil companies that have 
large international operations — Stand- 
ard Oil (New Jersey), Socony, Texas 
Company, Standard of California, and 
Gulf. 


interesting 


Oil consumption in the United States 
has been showing a good rate of growth 
in the past several years—an average 
annual increase of about 544% over 
the past five years. In the past five 
years, the average annual growth in 
foreign consumption—in the free world 
outside of the United States—has been 
11%. This has been due to the surging 
economic recovery and progress taking 
place in Western Europe and South 


America, and even in parts of the Far 
East. 


Looking at the supply side, while 
our own country has seen some very 
prolific oil fields brought in during our 
lifetime, it has never seen anything like 
the fabulous reserves under active de- 
velopment in the Persian Gulf area since 


the end of World War II. Some of these 
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fields in the Middle East have individ- 
ual wells producing as much as 10,000 
barrels per day. At the same time, but 
on a lesser scale, Canada and Venezuela 
have been developing large new re- 
serves. 


The experts who study market de- 
mand trends and the petroleum engi- 
neers who estimate reserves tell us that 
these rapid growth trends in the free 
world outside of the United States are 
going to continue over the next five, 
ten, twenly years, given a reasonably 
favorable business and political climate. 


Our organization agrees with these 
expert appraisals and concludes that 
investors ought to have a good-sized 
participation in a future that looks as 
attractive as the one charted for the 
foreign oil business. 


The five international companies all 
have been very excellent investment per- 
formers over the past five years. Since 
the end of 1950—these 5 stocks have 
gone up by an average 165% in mar- 
ket price, while a group of 8 strictly 
domestic integrated oil stocks have gone 
up by an average of 68% or consider- 
ably less than half as much. 

1950 to 1954, with foreign 
earnings more than doubling, these in- 
ternational companies showed a 46% 
increase in total net earnings. These 


From 


foreign oil earnings are real in-the- 
pocket cash money brought back to this 
country in U. S. dollars. Over the same 
period, 8 representative domestic integ- 
rated companies showed an increase of 
less than 8% in earnings. 


With that kind of recent perform- 
ance, and with the bright future indi- 
cated for foreign oil operations over 
the next decade or so, these companies 
certainly have a great deal of invest- 
ment appeal and romance. 


The investment function of these com- 
panies in an oil portfolio is a very de- 
sirable combination of high quality, 
geographical diversification, financial 
strength, management competence, in- 
vestor acceptance, and assured long- 
term growth. Certainly these companies 
provide the best means of participating 
in the dynamic growth prospects for 
foreign oil consumption and in the con- 
tinued development of the huge and 
fabulously valuable oil reserves of the 
Middle East area. It would be possible 
to be very enthusiastic over these par- 
ticular oil stock investments, subject 
only to price considerations and to 
whatever reservations you have 
about foreign politicai risks. 


Weighing the Risk 

The production of crude oil from a 
small group of kingdoms and sheikdoms 
in the Middle East does involve a sub- 
stantial amount of political risk which 
has been accentuated recently by Rus- 
sian intrusion into local squabbles of 
the Middle East and there is 
always the overhanging threat of war. 

Eastern Hemisphere earnings have 
grown so rapidly in the past few years 
that they are now a much larger part 
of total earnings. For example, here are 
approximate figures for these operations 


in 1954: 


may 


area, 
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Standard Oil (New Jersey) _. 23% 


Socony Mobil Oil —.------_ . 82 
Texas Company —_........ 44 
CE aereonra 45 


Standard Oil of California ___. 47 


In spite of the record, we must ex- 
ercise a little investment caution put- 
ting all our oil money into these excel- 
lent companies. Neveriheless, after giv- 
ing full weight to the risk factor, it is 
my conclusion that this type of partici- 
pation in the future growth of the world 
industry should comprise an important 
segment of any oil industry portfolio. 


Portfolio Suggestions 


Let us take a portfolio which is per- 
haps typical of the average business 
man investor: 


l. For a business man—conserva- 
tive but still aggressive, interested in 
reasonable appreciation. This man has 
a good income from business—likes to 
have some investment income but 
doesn’t need much currently. His prin- 
cipal objective is to build for retirement, 
aggressively but still conservatively — 
not taking undue risks. His account is 
big enough so that he can hold 5 oil 
stocks in normal-sized units. For this 
investor we would include: 


(a) Two international oil companies 


(b) One of the good domestic fully 
integrated companies with a large 
crude oil element — a producer on bal- 
ance — with emphasis on asset val- 
ues, reserve values, and growth pros- 
pects 


(c) One good top-grade domestic 
company, strong in refining and mar- 
keting — producing only a part of its 
crude oil requirements but with an im- 
proving crude oil position. In selecting 
this stock, I would put considerable 
emphasis on an improving crude oil 
position and on low price in relation 
to earnings to get the advantage of 
possible upgrading in market value 
during a period of favorable industry 
conditions and improving position of 
the company. 

(d) Finally, a straight producing 
company of good quality, carefully 
selected according to market price, 
basic reserve values, management re- 
sults, and growth prospects 


Variations 


This is a rather basic set-up for an 
oil portfolio which can be modified to 
fit other types of investors and objec- 
tives. For example: 

2. For a very conservative investor 
or trust account. This client is conserv- 
ative. Although not entirely dependent 
upon this fund, his income as a pro- 
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CAPITAL AND SURPLUS 
$70,000,000 
Largest in the South 


The Financial Center of the Southwest 


fessor at a small college is not sufficient 
for the needs of his growing family. He 
would like to see the fund grow, to be 
sure. He is particularly anxious to have 
it keep pace with the increasing cost of 
living. He needs protection against in- 
flation. However, primarily, he must be 
conservative and protect his income. 


This account probably will be able to 
hold no more than 4 oil stocks. Elimi- 
nate the straight crude producing com- 
pany and place more emphasis on 
quality and income return in selection 
of other items. All selections should be 
the highest quality in their respective 
groups. 


3. For a very aggressive business 
man investor interested in appreciation 
—concerned about inflation. For a very 
aggressive business man in a very high 
tax bracket with no need for income 
from his portfolio who is really con- 
cerned about inflation and interested 
largely in future appreciation potential, 
but still a conservative investor. This 
client could have a larger investment in 
oil stocks. Again referring to the first 
basic portfolio, eliminate the domestic 
refining and marketing company and 
concentrate funds in crude oil 
producing companies affording real 
possibilities for maximum growth and 
appreciation. This client 
would have 5 or 6 oil stocks and prob- 


more 


probably 


ably at least 2 crude oil producing 
companies. 


Possible Changes in Industry 
Outlook 


It is necessary to remember that in- 
dustry conditions and investment influ- 
ences in this industry, as in every 
other industry, will change. In the past. 
this industry often has been subject to 
marked and rapid short-term reversals. 
Even in recent years of generally boom- 
ing business conditions, it has gone 
through several periods of statistical 
maladjustment—periods of great uncer- 
tainty. Many times I have seen such 
periods last for a year or even longer. 


I am sure that there will again be 
times over the next several years when 
the oil situation will have a different 
appearance than it has today — times 
when every one of us in this room will 
be worried about the oil situation and 
concerned about our investments. These 
will be the times when it will be neces- 
sary to have firm confidence in the 
strong longer-term investment aspects 
of the industry which I have stressed 
and faith in the fundamental ability of 
oil company managements. 
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Well, maybe not his own taxes, but taxes in general. Taxes are 
his livelihood. Mr. A. G. Quaremba, Vice President in charge 
of our tax department, is on the Executive Committee of the 
National Tax Association, and is also a member of the Com- 
mittee of Banking Institutions on Taxation. In a sense he is a 
tax man’s tax man, for his services strictly as a tax specialist 


are not directly available to the public. 


However, many of our clients have come to realize that Mr. 
Quaremba and his department can be mighty helpful. For one 
of his responsibilities is to work closely with our Investment 
Advisory Service Officers. This service is most decidedly avail- 
able to those with funds of $75,000 or more. It is a complete, 
continuing investment management service in which you can 


retain final authority. 


Before it slips your mind, why not write or call for a free copy of 
“HOW TO GET THE MOST OUT OF YOUR INVESTMENTS.” 


It tells the interesting story of our Investment Advisory Service. 
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CREF and TIAA 


ariable Annuity in Action 


R. McALLISTER LLOYD 


President, Teachers Insurance & Annuity Association of America and 
College Retirement Equities Fund, New York 


Y 1 HERE IS A GOOD DEAL OF MISCONCEP- 


tion as to what is meant by the term 


“variable annuity”* and a lack of un- 


derstanding as to how a variable an- 
nuity plan works. TIAA’s position in the 
industry debate is neutral. 


Trust officers probably either have or 
will run into variable annuities not in- 
frequently because: 


1. They advise many individuals 
on personal financial matters and pre- 
pare investment programs and estate 
plans. It may be that some of those 
individuals own or are eligible for 
types of variable annuities now being 
offered. 


2. Trustmen are advising corpora- 
tions on pension matters and acting as 
trustee of pension funds. This is a 
field in which the variable annuity 
concept is already growing. A number 
of pension plans have been established 
with corporate trustees using a vari- 
able annuity device in one or another 
form. 


3. Trustmen are looked upon in the 
community as citizens especially quali- 
fied to advise on financial matters; 
and in the argument about variable 
annuities, their expert opinion will 
very likely be asked by legislators and 
others. 


Origin of CREF 


This new type of pension service is 
offered in its limited field by the Teach- 
ers Insurance and Annuity Association 
and the College Retirement Equities 
Fund. TIAA provides at the time of re- 
tirement an annuity benefit determined 
in a fixed number of dollars per month. 
Five years ago, the management of 
TIAA realized that a better type of pen- 
sion system had to be devised if the 
objective of a superior retirement sys- 
tem for educators was to be maintained. 


Without in any way sacrificing the 
sanctity of the fixed dollar annuity con- 
*For other analyses of variable annuities, de- 
ferred and immediate, see articles in Jan. 1955 
and Feb. 1956 Trusts AND ESTATES by George E. 


Johnson, formerly vice president and general coun- 
sel of CREF and TIAA. 
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cept or the sound principles of TIAA, 
the College Retirement Equities Fund 
Was conceived and created as a supple- 
ment. This Fund has established the first 
formal variable life annuity system in 
the world. It now has 26,000 participants 
in 500 educational institutions. Assets 
increasing at the rate of $800,000 a 
month now exceed $28-million, all in- 
vested in common stocks. It integrates 
with the already well established pen- 
sion plans of TIAA. Combined assets of 
TIAA and CREF will exceed $500-mil- 


lion in another month or two. 


CREF is the result of careful research 
and planning by the officers of TIAA, 
extending over a two-year period. The 
actuarial, legal, economic. accounting, 
and management studies were all super- 
vised by experts in those separate fields. 
CREF wrote its first annuity on July 1, 
1952. 


Description of CREF 


The same actuarial methods are used 
in calculating an annuity whether it is 
payable in a fixed number of francs, 
rubles, marks, pesos or dollars. In other 
words, if a person has 10.000 units in 
any currency, by the same actuarial pro- 
cedure, it can be determined how many 
such units can be paid to him each 
month for life. Well, then. why not do 
the same thing with the shares of an 
investment pool? For instance, if a man 
is 65 years of age and has $10,000, the 
actuary says the insurance company can 
pay him $750 a year, each year as long 
as he lives. By the same token, if he has 
10.000 shares in a fund, the fund can 
pay him 750 shares a year for life. In 
the case of CREF, when the shares are 
payable to him each year, they are con- 
verted into cash, using the market price 
of the investments in the Fund at that 
time to determine the value. Thus, the 
annuitant actually receives cash, not 
shares. 


In CREF. the procedure during the 


accumulation period is quite similar 
accounting wise to that of the usual 
open-end mutual fund. The device here 
is, of course, also analogous to a pension 
trust. Fixed amounts representing a per- 
centage of salary are paid to CREF each 
month. Units in the Fund are purchased 
at the current value which fluctuates 
from month to month with the market 
value of securities in the Fund. These 
are called Accumulation Units to distin- 
guish them from Annuity Units in the 
pay-out period. The dividends on an in- 
dividual’s share in the Fund are used 
annually to purchase additional accumu- 
lation units for him. As in a pension 
trust or any other qualified pension plan, 
the part of the payment representing the 
employer’s contribution is not taxable 
income to the individual. The income on 
the Fund’s investments, whether divi- 
dends or capital gains, is not currently 
taxable to the individual. In valuing the 
accumulation unit, the market value of 
all the assets of the Fund is divided by 
the number of accumulation units out- 
standing, which is the way open-end 
mutual funds work. 

In the pay-out period. there is a new 
and important element quite different 
from anything now possible in a mutual 
fund, a closed-end investment trust or in 
an individual trust — that is, the pay- 
ment of a life annuity. The individual 
receives an income based on principal 
amounts as well as dividend earnings 
without any possibility of outliving the 
liquidation of his capital. This is where 
a life contingency enters the calculation. 


Valuation of Unit-Annuity 

When the individual retires, he ex- 
changes his accumulation units at their 
then current market value for a fixed 
number of annuity units payable each 
month for life. This number of monthly 
annuity units is determined actuarial!) 
and remains the same as long as he lives. 
The dollar amount he receives, however. 
will change from year to year, reflectiny 
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primarily changes in the market prices 
and dividends on the common stocks 
owned by the Fund. Mortality fluctua- 
tions. however, have very little effect on 
the unit value even when there are com- 
paratively few persons receiving annui- 
ties from the Fund. 


CREF started the value of an annuity 
unit at $10, so that a more realistic com- 
parison would be between the payment 
of $1,000 annually under a fixed annuity 
and a unit-annuity of 100 units per year. 
The next year the value of the unit-an- 
nuity was $9.46, and the annuitant re- 
ceived $946. Since that time. mainly re- 
flecting the increase in the market value 
of the securities in the portfolio. the 
unit value has increased so that as of the 
last valuation it was $14.11. Therefore, 
the annuitant this year receives $1.411. 
In actual practice, CREF makes most 
payments monthly although the annuity 
unit value is determined only once a 
year. on March 31. Just as with a fixed 
dollar annuity, arrangements can be 
made to provide last survivor annuities 
or other options using the customary 
actuarial methods. . 


How Valued 


There are some mathematical compu- 
tations* involved in arriving at the new 
valuation each year. We start with the 
valuation the previous year. It is “as- 
sumed” that the long term average divi- 
dend rate will be, say 4 per cent, and 
that the annuitants will live exactly as 
long as the mortality table used indi- 
cates. CREF uses the table known as 
“A-1949 with projection Scale B.” The 
first step is to show the change in unit 
value caused by changes in dividends 
and in capital gains. The second step is 
to show changes resulting from varia- 
tions in mortality. 


The dollar value of the unit-annuity 
payments will remain constant from year 
to year if there is no capital gain or loss 
and the actual dividend yield rate is 4 
per cent, the rate originally assumed. 
Plus or minus changes in capital gain. 
or an actual dividend rate greater or less 
than that originally assumed, will ac- 
cordingly work to increase or decrease 
the unit value for the next year. The im- 
portant point to keep in mind here is 
that changes in unit value depend on 
the combined effects of changes in divi- 
dends and market values, even though 
one or the other may be more or less 
favorable than anticipated. 


|! more annuitants died than expected, 
there will be fewer remaining partici- 


*Omitted here.—Ed. 
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pants to share in the Fund than origin- 
ally anticipated. Consequently, the value 
of the outstanding units will increase. 
Conversely, if fewer annuitants die than 
expected, the unit value will decline. 


Similarly, the formula can be extend- 
ed to reflect the actual versus expected 
operating expenses of the Fund. 


Under this Variable Annuity plan. 
participants share completely in the ex- 
perience of the Fund. No funds are held 
back as a reserve. Expenses are fixed 
by formula with percentage amounts 
paid by CREF to TIAA for manage- 


ment. In many technical respects, other 


alternatives are possible and are fol- 
lowed by the pension trusts already pro- 
viding variable annuities, or are con- 
templated by those life insurance com- 
panies planning to go into the business. 


CREF was designed as an adjunct to 
TIAA and to dovetail into college pen- 
sion plans. If it had been established as 
an entirely separate system or for a dif- 
ferent purpose, different decisions on 
items would probably have 
emerged, just as each of the existing 


some 


pension trusts using the Variable An- 
nuity concept is different in a number 
of respects. 
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Coordination With TIAA 


Because CREF is a supplement to the 
fixed dollar annuity provided in retire- 
ment plans funded by TIAA contracts, 
there are a number of special regulations 
and devices for the protection of the par- 
ticipants and the two companies. Some 
of them are: 


1. No one should be in an imbal- 
anced position having a disproportion- 
ate amount of his accumulated savings 
in equities. For this reason, there is a 
requirement that no more than 50 per 
cent of premium payments can be paid 
into CREF, the balance of the premium 
going into TIAA. 


2. The major mistake in common 
stock investing generally is putting too 
much money into the market or taking 
it out at any one time. Large single pre- 
miums are discouraged. Also, transfers 
back and forth from CREF to TIAA are 
not allowed, with the exception that at 
or after age 60 years the participant 
can transfer all his CREF annuity into 
his TIAA fixed dollar annuity preferably 
in instalments over several years prior 
to retirement. 


3. No one can take money out of 
CREF at the wrong time of the market 
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or in effect have a margin account, since 
CREF accumulations have no cash or 
loan values. 


4. CREF has the same management 
as TIAA which manages CREF. There 
are no agents. This results in uniform- 
ity and control in explaining the retire- 
ment system to TIAA’s clientele. It re- 
sults too in a low-cost operation. 


5. CREF as well as TIAA comes un- 
der the competent supervision of the In- 
surance Department of the State of New 


York. 


6. CREF is a corporation created by 
Special Act of the New York State Leg- 
islature. In that way, it was tailored to 
its special requirements. The Bureau of 
Internal Revenue has ruled that it is a 
nonprofit educational corporation ex- 
empt under Section 101(6) (now Sec- 
tion 501(c)(3)) of the Internal Rev- 
enue Code. In this respect CREF has the 


same advantages as TIAA. 


7. In order to obtain the benefits of 
dollar cost averaging and to avoid er- 
rors in judgment as to when the market 
is high and low, the Fund is to be kept 
fully invested in equities at all times. 
The constitution of CREF has an un- 
usual provision. It reads as follows: 


Investment Policy. The following 
statement of investment policy is a 
guide and not a limitation on the in- 
vestment powers of the corporation: 


(a) It is desirable that the corpora- 
tion keep its assets invested at all 
times exclusively in investments hav- 
ing equity characteristics. 


(b) It is desirable that the corpora- 
tion take advantage of the principle 
of dollar cost averaging by periodic 
purchases as funds become available, 
keeping as fully invested at all times 
as is practicable since: 


(i) the normal participant in the 
benefits of the corporation will 
make regular monthly contribu- 
tions over a period of many years 
and will receive monthly retirement 
benefits for life; 


(ii) there is no need to antici- 
pate demand for large sums of cash 
at any one time since the certifi- 
cates of participation do not pro- 
vide for cash withdrawal. 


(c) It is desirable that the corpora- 
tion’s funds be diversified, as to type 
of industry and growth and jield 
characteristics. 

Many life insurance companies and 
pension trusts invest in common stocks. 
but only indirectly and in a most lim- 
ited way does any profit or market ap- 
preciation or the full income from divi- 
dends reach the participants. Under the 
CREF arrangement, the participants 
share completely in fluctuations of stock 
prices and dividends. The Fund cannot 
become insolvent, nor can it be forced 
into a position of dumping investments 
in a temporarily depressed market. 


The contract between the Fund and 
the individual is an example of extreme 
simplicity in the insurance world. Fur- 
thermore, the participants are told that 
the market prices and dividends of com- 
mon stocks do not provide a_ perfect 
vorrelation with the cost of living. The 
economic study preceding the establish- 
ment of CREF indicated, however, that 
there was a tendency for them to move 
in parallel fashion. 


In adapting the variable annuity for 
service to broader groups, whatever 
forms it takes may reasonably be ex- 
pected to vary from the TIAA-CREF 
pattern. Yet the basic purpose will re- 
main the same — playing a part in pro- 
viding a more satisfactory form of life 
annuity in an economy which will un- 
doubtedly experience in the future, as it 
has in the past, wide fluctuations in the 
cost of living. 


aA AOD 


@ Edwin Bird Wilson, Inc., 40-year old 
financial advertising agency, has elected 
John C. Madden as chairman and John 
F. Donlon as president. 
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SIMPLIFY CORPORATE TRUST ADMINISTRATION 


Clarifying Rights and Eliminating Red Tape 


RONALD M. KIMBALL 


Vice President, Continental Illinois National Bank and Trust Company of Chicago, Illinois 


ture trustee, the responsibilities and 
duties of an ordinary trustee arise to a 
greater degree from his relationship to 
the beneficiaries and the rules of conduct 
developed by courts of equity than from 
the instrument creating the trust. The 
ordinary trustee must represent his bene- 
ficiary alone and protect his interests. 
In addition to those of the security hold- 
ers, the indenture trustee must keep in 
mind the interests of the issuing com- 
pany. Included in the latter are duties 
and responsibilities with respect to de- 
posited cash, the release and discharge 
of liens, the interpretation of covenants, 
restrictive or otherwise, and giving assis- 
tance in connection with modifications 
and amendments of the indenture where 
permissible. 


Peete WITH THOSE OF AN INDEN- 


By contrast, a depositary is a stake- 
holder who receives property on specific 
terms and delivers it upon compliance 
with certain conditions in the agreement. 
The duties and responsibilities of an in- 
denture trustee contain the qualities both 
of the trustee and of the stakeholder. 
The security holders delegate to the trus- 
tee the authority to do things for them 
which they cannot do for themselves. In 
addition to the administrative functions 
which develop from the express contract, 
implied duties arise from the relation- 
ship created with the security holders. 
In general, the activities of the trustee 
fall more largely into the former, al- 
though serious problems may come from 
the duties created by the trust relation- 
ship. 


The occurrence of events which could 
jeopardize the security or the ability of 
the obligor to repay the indebtedness 
command the vigilance of the trustee. In 
a particular case, the current cost of re- 
placing plant may rise to a point where 
the insurance carried is wholly inade- 
quate but still covers the book figures: 
or, business losses resulting from obso- 
lete plants at some locations may lead to 
contracting operations and less security 
for the funded indebtedness. The conse- 
quence of action or inaction may cause 
embarrassment to the trustee unless it 
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acts with due care or is able to share the 
burden of decision with the security 


holders. 


Acceptance of Trusteeship 


Some states have laws restricting 
“foreign” corporate trustees, for exam- 
ple, by prohibiting them from enforcing 
trusts in the state courts. The United 
States Constitution, Section 2 of Article 
IV, prevents such restrictions of the in- 
dividual citizens of other states. One or 
more individuals are often joined as 
co-trustee in this case, who are author- 
ized to enforce the trust or take action 
where the corporate trustee may not 
properly do so. The states of Missouri, 
California, and Florida have statutes 
necessitating the joining of individuals 
or local trust companies as co-trustee. 

Since the enactment of the “Trust In- 
denture Act of 1939,” the trustee must, 
and it has always been considered good 
practice, investigate whether it would 
have possible conflict of interest because 
of a credit position in its banking de- 
partment; a representation on boards or 
interest in any of the securities, includ- 
ing stock of the debtor company, or any 
parent, subsidiary or affiliate for its own 
account or in a fiduciary capacity. Be- 
fore acceptance, too, it may be desirable 
to satisfy itself that the personnel of the 
obligor corporation has a good reputa- 
tion and that the proposed issue of se- 
curities is for a legitimate business pur- 
pose. 


The trustee, through its counsel, deter- 
mines that the various provisions are 
workable and not inconsistent, that the 
duties and responsibilities assumed by 
the trustee are such as it could properly 
perform, and that the bondholder is not 
deprived of those rights he would rea- 
sonably expect to have, not by virtue of 
the provisions of the indenture, but by 
virtue of his being an owner of a bond. 


Express Functions 


One of the first activities of the trus- 
tee is that of authentication. The trus- 
tee’s certificate, in the form of a legend 
on the bond, imports that it is genuine 


and within the number authorized by the 
indenture. The purpose is to prevent 
overissue, to protect investors from ir- 
regular issues, and to facilitate transfer- 
ability. Security exchanges invariably 
require bonds to be authenticated by an 
acceptable trust company as a condition 
to listing. 

Activities resulting from the terms of 
the indenture include: 


(a) Establishing and maintaining 
records of outstanding securities and 
of deposited cash and collateral, if 
any, held by the trustee. 


(b) The registration and transfer 
of registered bonds. 


(c) Verifying that funds are pro- 
vided to meet maturing interest and 
principal payments. 


(d) Operating retirement and sink- 
ing funds. 


(e) Following compliance with cov- 
enants relating to insurance on prop- 
erty and operations of the obligor 
which sometimes require the policies 
to be lodged with the trustee. 


(f) Examining financial state- 
ments, audits, and other showings to 
determine compliance by the obligor 
with covenants contained in the par- 
ticular indenture, such as the payment 
of taxes, the maintenance of working 
capital ratios, restrictions on the pay- 
ment of dividends and the creation of 
other indebtedness, limitations with 
respect to merger or consolidation in- 
volving the obligor and to the sale of 
assets, reports of the lessee railroad 
as to equipment in the case of equip- 
ment trusts. 


(g) Preparing annual reports to 
bondholders on issues qualified under 
the Trust Indenture Act. 


(h) Services in connection with re- 
demption of part or all of the out- 
standing indebtedness.* 


“*Recently our services were used in arranging 
for the call of $30-million of convertible deben- 
tures, about 25 per cent of the issue outstanding. 
At the time, there were substantial amounts of 
both temporary and definitive debentures outstand- 
ing in three denominations, $100, $500, and $1,000, 
as well as a large amount of fully registered 
debentures. First we had to determine the serial 
numbers of the outstanding debentures giving 
effect to numerous interchanges of denomination; 
a large number of retirements caused by conver- 
sions; and in the case of the temporaries, eliminate 
those theretofore exchanged for definitives. IBM 
cards and equipment were employed and after 
many man-hours of arduous work and painstaking 
effort a suitable redemption notice was prepared 
requiring 3 pages in the “Wall Street Journal.” 
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(i) In the case of trust deeds and 
other indentures constituting liens, the 
trustee is usually authorized to exe- 
cute and deliver partial releases upon 
compliance by the obligor with condi- 
tions precedent. 


On Default 


When a default occurs, the trustee’s 
duties become active and responsible. 
Events of default are usually very clear- 
ly defined in the indenture, for upon 
their occurrence is based the right of 
the trustee not only to commence action 
for the appropriate remedy, including 
foreclosure proceedings, but also to ac- 
celerate payment of the entire principal 
amount of the outstanding bonds. These 
events usually turn upon nonpayment of 
principal or of interest for a specified 
time, or upon other conditions which 
affect the security and remain unreme- 
died for a specified period after notice 
and demand by the trustee or by the 
holders of a stated proportion of the 
bonds. 


Since the enactment of the Trust In- 
denture Act, indentures to be qualified 
must contain provisions requiring the 
trustee to exercise, in case of default, 
the rights and powers vested in it. While 
a trustee is protected against errors of 
judgment made in good faith, unless 
negligent in ascertaining ‘the pertinent 
facts, it may not defer exercising the 
remedies of the indenture until instruct- 
ed and indemnified by bondholders if a 
prudent man in like circumstances would 
act promptly. Also, in case of default in 
the payment of principal, interest or 


sinking fund, notice to security holders 
must be given in any event. 


The wisdom of provisions requiring 
the trustee to give notice of default in 
sinking fund payments can be ques- 
tioned. They may be compared to a law 
which would require a doctor, if certain 
symptoms were present, to perform a 
specified operation although he knew 
with respect to his particular patient 
that the operation probably would prove 
fatal. 


Any credit man knows that there are 
no hard and fast rules to be followed if 
a creditor is unable to meet his obliga- 
tions when due. Even the majority of the 
bondholders is in no position to judge 
the wisdom of certain action. The very 
purpose of appointing a trustee is to 
have some one who is interested in the 
welfare of the bondholders and who has 
had wide experience in such matters, to 
see that the contract made for their pro- 
tection is wisely administered and en- 
forced. 


I have dwelt on the effect of the Trust 
Indenture Act in the case of defaults, 
not for the purpose of starting a move- 
ment for the repeal of the law, but so 
that security holders, directors and offi- 
cers of issuing companies, may know 
how the exercise of judgment by trus- 
tees has been circumscribed. An amend- 
ment could be passed which would make 
it unnecessary to insert such provisions 
in future indentures, but no law can be 
passed to change the provisions of in- 
dentures which have been written dur- 
ing the past 15 years. I do not want to 
give the impression that the Trust In- 
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denture Act, on the whole, has not been 
a good thing. Since its passage, we have 
had continued prosperity, but should a 
time come where we are faced with 
many foreclosures, we question the wis- 
dom of the trustee being so restricted in 
using business judgment. 


Specific Questions 


Today there are more people who hold 
securities than ever before in our his- 
tory, and corporate trustees are receiv- 
ing an ever increasing number of ques- 
tions relative to securities. These ques- 
tions are numerous, humorous, heart- 
breaking, and heart-cheering. Let me 
give a few examples: 


1. A few years ago the wife of a very 
prominent eastern banker wrote to us as 
trustee, stating that she and her hus- 
band had lost $85,000 of bonds of an 
issue for which we are trustee. We wrote 
back and told her the terms under which 
these bonds could be replaced and of 
course in connection therewith an_affi- 
davit had to be given for us to present 
to the surety company. To show how 
careless people are, this affidavit stated 
that the bonds were kept in a cigar box 
on a shelf in a garage of their summer 
resort, which had recently burned. 


2. Only within the last two weeks, we 
received from a well known bank a 
check, together with a warrant which 
was issued in with 
bonds, and which permitted the holder 
of the warrant to buy a certain amount 
of stock at a price. This warrant was 
held in a trust account, and a check for 
the full amount of the stock that could 
be purchased was enclosed. Imagine the 
embarrassment of the bank when we 
called to tell them that they could go 
into the open market and buy the stock 
for 10 points less than the price called 
for in the warrant. 


connection some 


9 


3. A short time ago a lady who 
appeared to be reasonably intelligent 
brought a bond to one of our corporate 
windows with a check for the face 
amount of the bond. The clerk asked her 
what the idea was. and she said she had 
found the bond among her mother’s ef- 
fects and it said on its fact that it was 
due October 1, 1955. Therefore, she 
wanted to pay it off. 


4. The chairman of our board hap- 
pened to be one of the reorganization 
trustees of a western railroad, and short- 
ly after the plan of reorganization had 
been approved by the court, he received 
a very flattering letter from an individ- 
ual who was the owner of a substantial 
amount of preferred stock in the pre- 
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inte bankrupt company, particularly for the Many stockholders just don’t under- brokers, bankers — even trust depart- 
Fr fine plan of reorganization which had _ stand what a subscription warrant really ment bankers — who don’t read or un- 
rith been accomplished as a result of his is. It looks something like a stock certi- derstand the terms of a convertible pre- 
“a leadership. We wrote a letter to this gen- _ficate, and they are outraged when they ferred stock, and when they receive a 
| See tleman outlining to him that no pro- find they have to pay money to buy the _ notice calling the stock for redemption 
vision was made for the preferred stock stock called for by the warrant. Most with provision for converting into com- 
in the reorganization; and we took par- companies seem to try to give these mon stock, simply shoot the stock in for 
ticular pains to quote from the decree rights value, but, the market being sub- redemption without being aware of the 
of the court to this effect. This gentle- ject to changes, a right worth 25¢ loss in values that might be involved. 
old man ignored my letter completely but sometimes ends up at a penny. We have made many friends by calling . 
rs wrote another equally flattering letter There are always cases of lost war- the situation to their attention, but we 
“a to our chairman saying that some half- rants, people on vacation, in addition cant analyze every item at a corporate 
x wit in the trust department named a 5 dese whe de net pay any attention to gent fee of a dollar or two an item. 
st, ball had answered his previous letter, the instructions or do not understand Exchanges present similar problems, 
me ee Gt fe Bnew ot pee stocks them. The agent must try, of course, to where an agent is unjustly blamed. A 
were always worth their par value and protect warrant holders from losing val- man starts out with a bond which de- 
would the check please be forthcoming. yable rights. faults in interest. He finds out there is 
ery We found it necessary to have one of our a reorganization; and he now receives 
pan officers who travels to the West Coast Conversions and Exchanges 5 shares of preferred stock, 214 shares 
us- call on this gentleman. He found him But the holders also do not under- of common stock, and a participating 
an very charming but not as familiar with stand that the corporate agent has defin- certificate for a contingent interest in 
ote reorganizations as we wished him to be. _ jte responsibilities to his principal. We something or other. Only he finds out 
ich . , are asked to convert preferred stock into that his right to exchange expired last 
of Corporate Agencies common stock. If we ask for a resolu- year. Or he has common stock and finds 
ffi- The corporate agency business is tion in the case of a corporate holder — that “No provision was made under the 
ent varied and complicated but there is a 80 we may know the conversion was plan for any participation by common 
Ow great opportunity to improve the service authorized by the company directors, stockholders.” And then he writes to the 
ted throughout the country. in this phase of _ the secretary may write back that there “inhuman” agent, as one letter in our 
OX finance; and personal trust officers won't be any meeting for some time; file will show, “send me my money or 
ler should have every interest in giving if we don’t want to make the conversion, each member of your bank will be liqui- 
suggestions. With the great increase in send the item back, and of course the dated.” 
= bondholders and stockholders, there is situation will be reported to Mr. Blank, It used to be on an exchange job that 
. also a greater degree of ignorance than who, incidentally, is a substantial stock- yoy just assumed many of the holders 
li ever before. A man buys. sells, sub- holder and customer of your bank. would never be located and that some 
me scribes to securities because he has Usually there is a time limit after day you could forget the account. Now 
ler money, but a certain percentage of the which the stockholder must take a cash _ the companies have been urged by the 
ant time he really doesn’t know the differ- payment, often of much less value than S.E.C. to hire skip tracers who have 
yas ence in the various types of securities the market of the new securities. It is not shown phenomenal results in locating 
Lae or what his rights are in connection with — only the ignorant stockholder who miss- _ the third cousin of Aunt Nellie who had 
ld them. es the boat. Time after time, we find 1 share of the XYZ Company stock. 
the Of course, technical language that 
we seems to be a necessary evil in security : ; 
g0 financing is a factor in his confusion. For more than sixty-five years Montreal 
ek Here, for example. is a man who has Trust has been lending a hand to com- 
led bought some preferred stock and sud- panies eer Canada requiring expert 
denly finds he has the option to tender , Corporate Trust Services. 
ho his certificate which calls for noncumu- lending We serve many of Canada’s leading organi- 
ant lative, annual preferential dividends zations as, Transfer Agent and Registrar for 
ate payable only when and as declared out a hand Stock Issues; Trustee of Bond, Note and 
uce of available net income for the preced- Debenture Issues; Trustee of Employee 
ler ing calendar year, or out of accumu- to Pension and Profit Sharing Funds and in 
ad lated earned surplus for prior calendar other corporate trust capacities. 
ef- years legally available therefor. He has companies : 
as the option to tender that impressive cer- Montreal Trust has the technical “know 
he tificate on a par-for-par basis for income how” and its corporate services are admin- 
debentures issued under an indenture istered by experienced Officers. 
1p- representing unsecured obligations bear- May we give your Company a houdt? 
ae ing noncumulative interest payable only 
rt. out of available net income as defined 
- in the indenture. I won’t repeat what it M O N T R E A L T R U S T 
ue" said in the indenture. One can’t help Company 
id- admire the restraint of the stockholder MONTREAL @ CALGARY @ EDMONTON e HALIFAX 
a . , 
ial who read the offer and returned it after TORONTO @ VANCOUVER @ VICTORIA @ WINNIPEG 
fe: noting at the bottom: “This sounds like SAINT JOHN, N.B. * REGINA © QUEBEC, P.Q. 
double talk to me.” paseasieniacteaassnesenitl 
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Sometimes, the trouble is Aunt Nellie 
died in Australia, the certificate can’t 
be located, and what to do next. Certain- 
ly it is fine to make sure all holders 
exchange their securities, but don’t for- 
get to include that in fee estimates. 


We have been fascinated by some of 
the things that can be done with tabulat- 
ing machinery — although just as we 
think it may be the answer, we read of 
some new mechanical monster that 
makes it obsolete. A recent new service 
is the purchase and sale of fractional 
interests in stock resulting from stock 
dividends. Holders are offered the 


opportunity of buying an additional 
fraction so as to obtain a full share, or 
to sell the fractional interest. It works 
out fine on tabulating. We send out a 
card bill showing the amount due us if 
the holder is buying, or a card check if 
the holder is selling. The only trouble is 
people are getting so used to tabulating 
checks, we find they successfully cash 
the tabulating bills too. 


Make It Easy 


To date, these stock splits, warrant 
subscriptions, conversions, etc., have not 
been understood by the public. And 
what will the future bring when possibly 
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the split-ups will be split-downs, and we 
start to undo some of the financing 
which has been on the so-called upside? 
We want as many suggestions as we can 
get — and I speak for all corporate 
trustmen — as to how we can make our 
paper work easier. 


The best illustration I can think of. 
which has made a tremendous impres- 
sion on many of us, is the manner in 
which General Motors Corporation han- 
dled the rights to their common stock 
the early part of 1955. Here was a com- 
pany with almost 500,000 stockholders, 
which had the courage to give their 
rights a value of about $1 each. As a 
result, 98.5 per cent of the stock was 
subscribed. We were fortunate enough 
to be associated with that offer as a co- 
subscription agent. The Company sat 
down with its agents, and every objec- 
tive of the management of that Company 
was to make it easy, not hard, to sub- 
scribe. 


If a stockholder was deceased, his es- 
tate was not required to prove it. By the 
time we could get death certificates and 
court orders, the offer would have ex- 
pired. The Company said: “Issue the 
stock to the decedent if they are sub- 
scribing or sell the rights, and we will 
work out the details later.” Further, in- 
numerable people called from all over 
the United States stating that they could 
not get their rights into us by the clos- 
ing date. Some wished us to sell, some 
to exercise the rights. In all cases, we 
carried out their verbal instructions: 
and as I recall the last figure, there was 
$8 outstanding that we had not collected 
in doing this service. 


Red Tape Begone 


Now we didn’t give away the shop. 
We did what was necessary to see that 
no holder lost his rights to subscribe. 
if there was any way to protect him. We 
held up his stock or check until he de- 
livered his rights or the evidence neces- 
sary to protect the Company and our- 
selves. Our policy and that of General 
Motors was to try to be fair and sensi- 
ble. We know of no stockholder who 
complained that he lost his rights be- 
cause either we or General Motors threw 
the book at him. 


I see no reason why efforts to elimin- 
ate red tape can’t be carried out on jobs 
of much smaller volume, all to the bene- 
fit of the principal, the security owner. 
and the corporate agent. It will, how- 
ever, take the cooperation of all parties. 


A A A 
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THe CALL 10 STATESMANSHIP 


Trustmen and Lawyers Have Common Responsibility 


E. SMYTHE GAMBRELL 


President, American Bar Association, Atlanta, Georgia 


Y PERSONAL TIES WITH MEMBERS 
M of trust groups are typical of the 
enduring bonds that ally the trustman 
and the lawyer in amiable concord. To- 
gether we share an unyielding pro- 
fessional obligation of selfless and de- 
voted service to our common clients. 
United we labor in a common quest for 
orderliness, regularity, and _responsi- 
bility in our way of life. Long years 
of working side by side have engendered 
a wholesome friendship between us. 
based on mutual respect, confidence and 
understanding. 


It is to our eternal credit that we have 
been able to resolve occasional differ- 
ences in a spirit of friendly cooperation 
without the intervention of governmental 
authority. Through the good offices of 
our National Conference Group, our 
respective jobs have been more clearly 
defined, the points of friction have been 
eased, and the sources of misunder- 
standing have been eliminated. 

While in some respects bankers and 
lawyers may seem to be rivals for the 
spoils of our rich commercial life, we 
are in fact partners in a common enter- 
prise. The two professions are more and 
more recognizing that they can prosper 
only in common, as parts of a greater. 
more universal activity. The lofty ideals 
which motivate our professions can be 
furthered only by collective action, co- 
ordinated and marshaled by a vigorous 
and all-inclusive national organization. 


To my former brothers at the Bar who 
have found opportunities for service in 
the trust field, I extend a cordial invita- 
tion to join the American Bar Associa- 
tion. We need your participation, your 
advice, and your support. In maintain- 
ing your links with the legal profession, 
you will enjoy the professional ad- 
vantages which come from membership 
and at the same time help the American 
Bar Association reflect more accurately 
the views and opinions of all branches 
of the legal profession. 


Condensed from address before A.B.A. Mid- 
Winter Trust Conference, Feb. 8, 1956. 
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The Great Issue 


In my current travels in all parts of 
our country, I am endeavoring to discuss 
the many problems which now beset our 
profession and the public. The deepest 
issue of our time is whether civilized 
peoples can and will maintain a free 
society. 

In a strife-ridden world. America 
stands as a beacon for freedom-loving 
peoples everywhere. We must maintain 
in this country the example of a success- 
ful democracy, where people can live 
out their lives in freedom of expression 
and of religion and of opportunity. If we 
should fail, we could carry down with 
us the hopes and yearnings of all man- 


kind. 


Today there are vast uncharted fron- 
tiers—physical, spiritual and intellectual 
—standing as our constant challenge. 
We may well lose our will and our 
ability to cope with these challenges if 
we develop and accept the habit of being 
satisfied with the meager crumbs of 
material security which some form of 
benevolent government would dole out 
to us. By every step we take toward mak- 
ing the government caretaker of our 
lives, we move toward making it our 
master, 

As we face the challenge of today’s 
frontiers, the prospect of an era of un- 
precedented growth, the threat that 
looms largest is the philosophy of de- 
spondency and despair reflected in the 
increasing clamor for security. This 
alien urge for protection from the normal 
processes of change and development can 
lead only to stagnation and decay. Se- 
curity is the antithesis of growth. Dis- 
covery and improvement, whether in the 
field of ideas or in the realm of economic 
activity, must not be stifled in the name 
of security. Only by confining each man 
to a predetermined mold can any of us 
be secure. If each man is to be free to 
shape his own destiny, to realize his own 
potential, to think and to build, then 
each must assume a measure of risk. 
One man’s growth is another’s insecur- 


ity. If our national income is doubled. 
no doubt the makers of kerosene lamp- 
will suffer, since more people will use 
electricity. 

This preoccupation with security from 
competitive forces is the prime char- 
acteristic of the ideologies against which 
we are struggling. It is the Communist 
philosophy that seeks the millenium in 
an eternal, fixed, stable, never changing 
social order. In such a state, no man 
need suffer from insecurity, for no man 
is free to grow. 


War of Ideas 


In the current state of world unrest 
the struggle between Communism and 
freedom is not alone a war of economic 
and military power. The greatest war is 
the war of ideas, a spiritual war of 
moral and religious values. Our best 
weapon in this battle is to instill the 
spirit of freedom and faith in the hearts 
and minds of people everywhere. Even 
in this age of discovery, when science 
has found new 
almost 


sources of energy of 
incomprehensible magnitudes. 
the forces of the physical world pale in 
comparison with the power of man’s 
great religious and moral ideals. 

History teaches that liberties are 
seldom lost in a frontal attack leveled 
against them. The threat lies not in open 
challenge, but in apathy and compla- 
cency. Unused, our great freedoms may 
atrophy and weaken; and their enemies. 
through cunning propaganda and smal! 
but steady encroachments, may 
whelm us unaware. I am not so much 
concerned, then, about those liberties 
for which the defense has already been 
rallied. But there are other principles. 
no less basic to our form of government. 
which have been largely ignored. 


over- 


We have submitted more and more 
in recent years to governmental control 
of the pursuit of our livelihoods. We 
look more and more to government to 
satisfy our every want and need. Ws 
have made government the caretake1 


of increasing shares of our lives. We 


TRUSTS AND ESTATES 





aoe7Uw 





have relinquished the precious right of 
man to make those choices which, if he 
is to be a man, he must make for him- 
self, But it is a fundamental article of 
our national faith that we shall not 
destroy the ancient landmarks in our 
effort to accommodate the demands for 
government authority to cope with 
modern needs. Above all other con- 
siderations, we may channel the flow of 
progress within the limits of the law, and 
not sacrifice principle to expediency in 
a search for easy solutions. 


At the same time, the powers con- 
stitutionally reserved to the states have 
been gradually usurped through this 
power to disburse, through what are 
euphemistically referred to as “grants- 
in-aid.” Under more than forty separate 
programs, the governments of the states 
have been offered the bounty of the 
Federal Treasury in return for ihe sur- 
render of their constitutional rights to 
provide for the interests of their peoples 
in their own way. The notion that the 
central government is somehow provid- 


the states upon bureaucratic conditions 
is a mischievous fiction. A government 
is not a productive enterprise — it does 
not create wealth; it does not contribute 
to the sum total of economic goods. Re- 
cognizing this simple truth, the legisla- 
ture of the state of Indiana in 1947 re- 
solved: 
We have decided that there is no 
such thing as “federal aid.” We know 
that there is no wealth to tax that is 


not already within the boundaries of 
the 48 states. So we propose hence- 


forth to tax ourselves and take care 


ing aid when it drains the sources of tax of ourselves. We are fed up with sub- 


















e Power of the Purse revenue and doles out a minor share to sidies, doles, and paternalism. 
feat One of the gravest threats to American 
ideals is the inordinate and pervasive - — se teil Te 
| power of the purse. To extract $16- 
mg billion in income taxes alone from the 
“i national economy is necessarily to exert 
cn a force over many areas of activity 
- which earlier generations had confident- 
ov ly believed to be immune from govern- 
fli mental interferences or subject only to 
= the power of their own states. Such tax 
on collections far exceed the legitimate costs 
of operating the Federal Government ON THE TEXAS 
within its constitutionally delegated 
bounds. The excess remains to be dis- GULF COAST 
st pensed by the holders of political power 
nd in the form of subsidies, bounties. bene- 
nc fits, and allowances. By taxing us and 
Is using the proceeds to purchase com- : 
of pliance wi its wishes, ‘ Federal Gov- Wien gee ene aa 
est ernment may arrogate to itself unlimited in your area, do what the 
he control of our lives. It is one of the people do who live here. Come 
; Lee eke wheghmopenbern to 
aie iad of as fe merce. For this is the leading 
When government is the consumer waiggiag: oe eee eer eee 
. of one-fourth of all the goods and serv- This to. the Gack chasen: ty Se 
1's ices provided by an abundant economy. leaders in this area in industry,’ 
When it dispenses vast additional sums business, and the professions. 
. by way of bounty, none of us is com- People who live here and who 
ire pletely free from its influence. Govern- 4 yes 
ed ment by largess has begotten a cen- know us intimately have,helped 
- talized authority of monstrous propor- us to become the leading bank. 
la- tions, and it has at the same time We can offer you the same serv- 
" broken down the fundamental design ice, the same thoroughness, and 
s, within that central government for fore- . 
all stalling the corruption of absolute the SS gupetnne ie 
T- power. It was our plan that the legis- made us the bank of the, Golden 
ch lative branch, representative of and re- Gulf Coast. 
saa sponsive to the popular will, would 
- formulate policies which the executive 
e would put into effect. But through the 
it. power of patronage, the plums of public 
works, me the Sasmiltas of laauahan THE NATIONAL BANK 
re paternalism, the legislature has been OF COMMERCE 
ol brought to heel more than once in recent 
Je ag ades. Too often the executive has OF HOUSTON 
to etermined the national policy; and at ildi 
if best. the legislature “ig served as a a ee 
a : 
4 om — and at worst, MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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Ideally, each person, or more ac- 
curately, each family, should control the 
spending of what it has earned. In the 
long run, no one else can comprehend 
as well the family’s needs and aspira- 
tions, and no one can see to it that the 
fruits of its labors are put to better use. 
Responsibility for earning begets respon- 
sibility in spending. The farther the 
power to spend is removed from the per- 
son whose toil and sweat created the 
power, the greater the likelihood of 
economic waste. A community that 
would reject out of hand a proposal that 
a public building should be financed 
by voluntary contributions or by a tax 
laid by the townspeople upon themselves 
will nevertheless clamor 
funds for the purpose. 


for federal 


Capital and Ideals 

By pursuing policies which make it 
useless if not impossible for an_ in- 
dividual to earn and to save any sub 
stantial amount, the government has re- 
stricted the availability of the capital 
which serves as the lifeblood of the 
economy and provides the tools of our 
callings. Control of capital carries with 
it control of initiative and innovation 
as well. As the eventual sole source of 
capital funds, the government would 


find itself at the pinnacle of the social- 
istic ideal, the owner of all the means 
of production in the economy. 


Unless men of wisdom and devotion 
to our spiritual ideals assume their 
rightful place of leadership, the shining 
promise of a new age of greatness will 
remain unfulfilled; and the ever in- 
creasing trend toward unlimited govern- 
ment may advance beyond recall. The 
call is for men of judgment, able to rise 
above selfish concerns and allegiances—- 
men who know the virtues of restraint, 
orderliness, and moderation, and who 
will heed the lessons of history. The 
need is for men who will blend self- 
discipline with God-fearing humility and 
a warm respect for the rights of their 
fellowmen. 


I do not mean to paint the picture too 
darkly. The people of America. still 
enjoy a degree of liberty unsurpassed 
among the nations of the world, and they 
share a material abundance unknown to 
the past. There are signs of returning 
sense of responsibility and of a renewed 
respect for principle in the federal ad- 
ministration and among the leaders of 
both great political parties. 


From the professions of.the trustman 
and the lawyer, may come the states- 





men of the hour. Our cailing, as advisers 
to the public, well fits us for the task. 
The obligations of leadership which our 
qualifications impose upon us must be 
discharged in our private pursuits as 
well as when we assume public office. 
We must be ready to be heard and to 
serve when the interests of ordered free- 
dom demand, no matter how distasteful 
we find the controversial arena of public 
service. We must put aside the tempta- 
tion to seek favored treatment at the 
hands of government. The principles of 
individual responsibility must be vindi- 
cated by tireless and devoted concern for 
the interests of the public at large in 
the exercise of that responsibility. 
Through principled statesmanship, we 
may yet regain the initiative, and pre- 
serve the fundamental faith in the 
dignity of man. 


A A A 


@ “How We Live In America” is a 
school program — films and discussion 
with teachers’ guide — designed to im- 
prove the economic understanding of sec- 
ondary school students. The second edi- 
tion of the guide was printed in Septem- 
ber 1955 and the program developed by 
the National Schools Committee of the 
American Economic Foundation, New 
York 1%. 
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NEW BUSINESS THROUGH ADVERTISING 


PANEL ON NEW _ BUSINESS 

Through Advertising at the Mid- 
Winter Trust Conference last month 
followed its own advice that “most of 
us learn by seeing” and made full use 
of film strips to illustrate its points. 
Kenneth L. Brooks, associate director 
of sales promotion, Prudential Insur- 
ance Co., stated that people remember 
10% of what they hear, 30% of what 
they see, and 50% of what is both seen 
and heard. He likened his Company’s 
Query to the direct mail pieces of over 
550 banks and stressed the importance 
of the personal follow-through, the 
phone call that directs the prospect’s 
attention to an article bearing on his 
own individual situation, and winds up 
with an appointment to discuss it. 


The advertising program presents 
the larger personal meaning of life in- 


HE 


Direct mail accounts for 14% of new 
business in Prudential, Mr. Brooks said, 
and the Query mailing list includes 41% 
executives, 15° white collar people, 
12% attorneys and 12% _ physicians. 
This is followed up by the spoken 
word, since the salesmen will gladly 
speak on almost any platform on his 
favorite subject, ‘Life Insurance.” There 
is plenty of business to go around, “but 
you've got to go after it.” 


A fine series of newspaper advertise- 
ments were thrown on the screen with 
comments from Harold W. Lewis, vice 
president, First National Bank, Chicago, 
who described the program conducted 
by his bank involving 96 placements in 
various media every month and cover- 
ing the commercial. trust, savings, for- 
eign, consumer credit 


and women’s 


departments. There is public awareness 


¢ 


: AS Ye, Wy { 
, 4 4a \" & -, . 
gy vai Pasa ta — <E-< 





E. S. MacNeill leading Panel on New Business Through Advertising. 


surance, the speaker said, but the ad- 
vertisements are then reproduced for 
the agent’s direct use with the pros- 
pect; there is a booklet and a covering 
letter for him to use: and finally the 
Company provides an instruction book- 
let for the agent. Thus the program 
“starts with an ad and ends with a sale.” 

“Prestige is a magic, 
with both the insurance and the trust 
businesses, the speaker said. He de- 
scribed a typical “prestige letter” such 
as his Company prepares for its top 
quality men, setting forth their train- 
ing, integrity, knowledge and achieve- 
ments, which can be sent to prospects 
to build up their confidence in the man 
who directly represents the Company 
to them. This method, the speaker sug- 
gested, could be used by top manage- 
ment in trust institutions to back up 
their new business men. 


golden word” 
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of bank advertising now. he said, and 
the increased advertising has led to 
increased for 
among banks. Advertising paves the 
for the call and each 
department concerned should check to 
see that the program is giving adequate 
support to its contact men. 

In 1950, The First National Bank of 
Chicago began to change the layout and 
copy of its bank advertising, and started 
the progress through the use of match- 
stick drawings, which were used to 
illustrate the small-sized savings ads, 
which are run constantly in the four 
Chicago daily newspapers. For outdoor 
advertising purposes. ihese same match- 
stick figures were blown up into full- 
sized cartoon characters in order to 
make them more legible to passing mo- 
torists, and they have been well received 
by the public. 


competition business 


way and sale, 


Worry Itn't a sound substitute. for experience 





The First National Sank of Chicayo 


ey 





One of First National of Chicago’s ads 
as projected at Conference. 


In the commercia! department, a 
transition was made from pen and ink 
drawings to actual photographs show- 
ing the officers of the divisions either 
at their desk with a customer, 
the field, actually the 
operation. 


or if in 
al site of an 

The trust department of the bank 
had not used illustrations extensively 
prior to 1950, and those that had been 
used were standard in form. Now, so 
called “fashion art” illustrations are 
employed, the copy is brief and to the 
point, and the illustrations are light and 
appealing. 

The trust department has always had 
an important share cf the total bank 
advertising appropriation, but just re- 
cently, the suggestion was made that it 
use a greater proportion of these funds 
for advertising various services. 
Bank management of The First National 


SOME INTERESTING TRUST FIGURES 


its 





First National Bank of Chicago. 








Bank is keenly aware of the importance 
played by the trust department, and 
consequently, feels that. as an important 
income producer, the trust department 
must have adequate funds to properly 
advertise their department. The ads 
placed by the trust department of First 
National Bank are directed to the bank’s 
customers and prospects, with an in- 
direct approach suggesting full coop- 
eration with lawyers, life underwriters 
and accountants. A great deal of the 
department’s business is devoted to 
women, who are very important when 
it comes to trust affairs. and this pro- 
portion of advertising through news- 
papers is higher than the average for 
other trust departments throughout the 
country. The First National Bank also 
makes substantial use of direct mail 
and outdoor advertising. 


Prestige letters really work, Miles 
Flint, vice president and trust officer, 
Citizens National Trust & Savings Bank 
of Los Angeles, told the meeting citing 
the experience of one of his bank’s 
branches where 150 Jetters (first mail- 
ing followed up by telephone) in a 
year’s time produced $12,000,000 trust 
business. The letter had called atten- 
tion to the special qualifications of the 
trust officer assigned to the branch for 
the purpose of assisting its customers in 
estate planning. 


He emphasized reaching the “middle- 
man”—the attorney, the life under- 
writer, and the accountant — who, 
through third party influence, are often 
most effective in motivating the cus- 
tomer. In this connection he pointed 
out that the Title Insurance and Trust 
Co. of Los Angeles had distributed 12,- 
000 copies of William R. Spinney’s 
booklet entitled “Estate Planning Quick 
Reference Outline” to all lawyers, ac- 
countants, and life underwriters in the 
southern part of the State, but that the 
distribution had increased to 20,000 in 
one year, due to the requests of these 
specialists for extra copies for their 


files. 


As one illustration of appreciation by 
“middlemen” of their support by the 
banks, the speaker said that on the 
morning on which a television program 
was directed to a women’s audience in 
connection with a_ series known as 
“Women’s Financial Forum,” one bank 
officer alone received calls from five 
attorneys expressing appreciation for 
what the program was doing on their 


behalf. 


A monthly mailing piece which goes 
to prospects and to various middlemen 
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is frequently requested in considerable 
volume by the latter, particularly by 
life underwriters for special distribu- 
tion to their customers. 


A very select list, starting with recom- 
mendations of Branch Managers, is 
used for direct mailings from Bank of 
America N.T.&S.A., vice president Ed- 
win McInnis, San Francisco, told the 
trustmen. The list is purged by occa- 
sional first class mailings after which 
names are dropped where the mailing 
is returned by the post office. These di- 
rect mail programs are followed up by 
the bank officers, who get copies of all 
publications, ads 
used. 


and other material 
In this program the newspaper ele- 
ment is reduced, but that medium is 
used to reach new residents and the 
people whom the branch manager can- 
not reach, and to stress Will reviews. 


The message in the Bank’s newspaper 
trust advertising has changed over the 
years, the speaker said. from bringing 
the lawyer in as an afterthought to a 
confident “Ask your lawyer what he 
thinks of naming us as Executor” kind 
of approach. This confidence has been 
bolstered by years of careful develop- 
ment of attorney friendship. 


A daily program. “Point of Law.” 
stresses the importance of the attorney 
and has been well received by the pub- 
lic. The awards in the nationwide TV 
show “Do You Trust Your Wife?” are 
definitely tied in to the services of the 
Bank’s Trust Department. An especially 
printed check is used to pay weekly 
awards. 


For some 3,000 of its own officers. 
Bank of America has prepared a skit 
that dramatizes trust services. and is 
planning a film for showing to its 
19,000 non-official staff. Various educa- 
tional devices, quizzes. manuals, educa- 
tional bulletins, and monthly credit re- 
ports are used to develop interest of 
staff in trust services for bank custom- 
ers. 


At the conclusion of the above pre- 
sentations, Earl S. MacNeill. vice presi- 
dent of Irving Trust Co.. New York. 
who acted as moderator. presented the 
panel’s answers to a number of ques- 
tions submitted beforehand. Inquirers 
about trust department advertising 
budgets were referred to the findings of 
the annual survey on this subject 
(Trust Bulletin Mar. °53 and May ’54; 
T.&E., April 53. p. 283 and July °54, 
p. 659) and were warned that the best 
way to arrive at an advertising budget 
was not to pick a percentage, but to 
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Scéne from “Men, Ideas and Money,” an 
original motion picture in color recently 
released by Continental Illinois National 
Bank and Trust Co. of Chicago. It is the 
life story of a young man with an idea, 
and the part banking plays in building 
business in every community. The film is 
designed for the educational programs of 
banks, and has wide community interest for 
people in industry, commerce, schools, as- 
sociations and clubs. The seript at this point 
reads, “I ought to make some plans for the 
protection of my family . . . 1 was talking 
to my lawyer the other day about drawing 
a will and he suggested naming the bank 
as executor. I need someone to help me 
determine suitable trust arrangements . . .” 
The picture is a sequel to the film story 
of commercial banking, “Back of Every 
Promise . . .” which has had 16,000 show- 
ings throughout the United States and in 
14 countries abroad. 


determine what really could and should 
be done, to convince management. and 
get the money. 


Asked -about advertising d-awing 
curiosity seekers instead of prospects. 
Mr. MacNeill said there would be some 
proportion of curiosity seekers, especi- 
ally when a booklet was offered. To 
reach people who are new groups in 
the middle class newspaper advertising 
was suggested. Statement enclosures 
were said to accomplish “not much,” 
but on the other hand it was pointed 
out that they cost very little. The per- 
sonal letter was said to be the 
productive advertising approach. but 
because this method is so costly the 
newsletter is generally selected as a 
substitute. The expert in new business 
development “earns his keep” it was 
thought and in any case the personal 
approach is vital to success. 


A A A 


Banks Will Spend $82-Million on 
Advertising in 1956 


The nation’s commercial banks will 
spend about $82-million on advertising 
during 1956, it has been estimated by 
the Advertising Department of the Amer- 
ican Bankers Association, based on a 
recently completed survey. Advertising 
of savings and thrift services will re- 
ceive the greatest emphasis with trust 
services in fourteenth place. Newspapers 
will continue to be the number one 
medium with direct mail second. 
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TRENDS IN TRUST COMPENSATION 


A Study of 30 Banks’ Approach 


C. RODGERS BURGIN 


President, The New England Trust Company, Boston, Massachusetts 


OW MUCH THE TOTAL VOLUME OF 
H trust business now handled by the 
corporate fiduciaries of the country 
amounts to is difficult to say. The Fed- 
eral Reserve Bank of Boston’s study of 
“Trust Department Earnings and busi- 
ness Volume at New England Banks in 
1954,” estimates that such trust assets 
represented about 8% of the nation’s 
total. From this it would appear that the 
growth in the total assets of trust de- 
partments throughout the country from 
the end of World War II to the end of 
1954 has been, in rough figures, from 
$62.5 billion to about $93.75 b‘llion, or 
about 50%. 

We can also fairly state that along 
with this substantial growth in volume, 
the quality of the trust service is con- 
stantly improving. Research in the field 
of investment securities and investment 
economics is more complete and, with 
increased mechanization, enables us to 
bring to the officers who administer 
trust and agency accounts more com- 
plete and up-to-date information on 
which to base their policies and deci- 
sions than ever before. We are doing a 
better job today than last year, and a 
far better one than five or ten years 
ago. 


Learning the Costs 


This is, of course, nothing more than 
what we must do if we are to compete 
successfully with all the other forms of 
property management and _trusteeship 
which are attempting every day to at- 
tract both the dollars accumulated 
through the years and the growing 
dollars of the present and the future 
which come into the possession of our 
citizens. The problem of giving first- 
class service would not be too difficult, 
but there is more to it. We must first 
know our costs, and then we can set our 
rates of compensation at levels which 
should bring us an adequate return in 
view of the duties performed and the 
responsibilities assumed. 


Over the last ten years, in spite of 
a growing volume of business, the per- 
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centage of gross earnings we have been 
able to carry through to net earnings, 
both before and after taxes, has been 
steadily shrinking. In many banks, trust 
department net income had _ brought 
trust operations well into the red. This 
situation forced most of the larger trust 
banks in the Boston area and a number 
in other sections of the country to adjust 
their rates upward during the last few 
years. 


But granting that the carrying on of 
the trust functions is a complex business, 
requiring a corps of people with highly 
specialized knowledge and skills, much 
detailed work, and a relatively high 
overhead cost, we must be constantly on 
the alert to avoid letting our trust or- 
ganization become unwieldy and cum- 
bersome Senior officers must keep a 
continuous weather eye on the operation 
as a whole to make sure it maintains a 
stream lined efficiency, that the work 
moves on time, and doesn’t get bogged 
down with excess personnel and poor 
coordination. 


Over the past 25 years, we find in 
our files at The New England Trust 
Company 28 different memoranda re- 
garding the necessity for increasing the 
amount of trust compensation. Most 
early recommendations had to do with 
increasing minimum fees, fees for mak- 
ing up tax returns, business insurance 
trust fees, closing charges, splits with co- 
trustees, and similar fringe charges. But 
relatively few came to grips with our 
main source of income,—the trustees’ 
annual compensation. 


Since it is much easier in discussing 
trust fees, and in making comparisons, 
to have a common yardstick, I shall fol- 
low the idea Joseph W White, vice 
president of Mercantile Trust Co., St. 
Louis, used in his article on trust com- 
pensation in the October 1948 Trust 
Bulletin. Mr. White translated the var- 
ious rates of compensation into their 
dollar equivalent when figured on a 
trust with a value of $100,000 and re- 
turning an income of $4,000 or 4%. 


Effects of Lower Purchasing 
Power 


In 1944 we had for a number of 
years been receiving an annual fee on 
trusts of 6% of income, and we realized 
that we could not delay any longer in 
putting into effect an increase in that 
rate. Using the National Industrial Con- 
ference Board’s 1939 dollar as 100 cents 
in terms of purchasing power, our an- 
nual fee of $240, with the dollar at 
79.7 cents, had a purchasing power of 
$191.04, the lowest on that scale that — 
our fee had reached since 1930. Three 
years earlier, the Massachusetts Legis- 
lature had passed a law permitting trus- 
tees to levy their charge partly against 
income and partly against principal. 
Although we were a bit late in doing so, 
in 1945 we increased our annual charge 
by 50°, and computed it on the basis 
of 4% of income, plus $2 per $1,000 
on the market value of principal. Our 
annual fee, therefore. became $360, in- 
stead of $240. 


By 1953 our $360 fee, in terms of 
1939 purchasing powcr had shrunk to 
$198, just $7 more than the purchasing 
power of our $240 fee in 1944, This 
change in values found its reflection on 
our books in steadily rising costs. 


A Look at the Record 


The following statistics from our own 
trust department experience covering 
the period from March 1945 to March 
1954, explain clearly enough what was 
happening, and the reasons which 
forced us to embark on a further in- 
crease in our trust department annual 
charges. During those 9 years, 

Book Value of Trust Department As- 

sets increased 56% 


Book Value of Trust Department As- 
sets per employee increased 31% 
Number of Trust Department Employ- 

ees increased 19.5% 


Number of accounts per employee de- 
clined 3/10 of 1% 


Total Trust Department expenses in- 
creased 76% 
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Total Trust Department salaries and 
wages increased 91% 


Proportion of gross Trust Department 
earnings retained as net after taxes 
declined 56.6% 


I do not believe that these figures 
differ radically from those found in 
most other comparable trust organiza- 
tions, 


In 1954, therefore, after discussion 
with the Court, we adopted a new sched- 
ule of annual fees for acting as trustee, 
computed as follows :— 


5% of Income, plus 
$3 per $1,000 of market value of Prin- 
cipal on the first $200,000 
$2 per $1,000 on the next $300,000 
$1 per $1,000 on all over $500,000, with 
a minimum charge of $100 plus $1 
per $1,000 of market value of Prin- 
cipal 
Although the charges for other Trust 
Department services were increased in 
about the same proportion, we made no 
change in the fees for trusts in our 
Common Trust Fund, except an increase 
in the minimum to $65 plus $1 per 
$1,000 of Principal. Our $100,000 
trust, therefore, produced $500 per year 
as the annual compensation, an increase 


of about 39%. 


It took the better part of a year and 
a half to complete the change as we 
sent letters to co-trustees and donors, to 
principals of our agency accounts, and 
to many of our beneficiaries, explaining 
the conditions which impelled us to 
seek higher charges, and asking ap- 
proval in almost every instance, (except 








George Gund, left, presi- 
dent of Cleveland Trust 
Co., views portrait of 
chairman I. F. Freiberger 
which the former do- 
nated on the occasion of 
the dedication last month 
of the I. F. Freiberger 
Library Building at West- 
ern Reserve University, 
named in honor of the 
distinguished alumnus 
who with his wife is also 
shown before the paint- 
ing. 





in the case of testamentary trusts where 
we were sole trustee). On the whole 
the response was understanding and 
wonderfully co-operative, and, of course, 
the deductibility of the charges for tax 
purposes helped us. Where further ex- 
planation was asked we gave it frankly 
and fully, and the number of accounts 
that we lost was negligible. 


A National Sampling 


Shortly before the work of estab- 
lishing our accounts on the new sched- 
ule was completed, we became _inter- 
ested to know how our rates compared 
with those in other of the 
country. We wrote to one corporate fi- 
duciary in each of the 29 cities covered 
in Mr. White’s table. 

The banks each sent us a complete 
story, including annual opening and 
closing charges. In the comment which 
follows, the changes which I mention 
are those which have taken place since 
October 1948, or during a span of a 
little over seven years. In terms of the 


sections 
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Conference Board’s 1939, 100-cent dol- 
lar, its purchasing power in 1944 was 
79.7 cents, in 1948 was 61.1 cents, and 
in the summer of 1955 was 54 cents. 
The first thing which struck us was 
the almost total lack of uniformity in 
methods of computing and assessing 
annual fees. Some compute the fee 
partly on income and partly on princi- 
pal and charge it that way; others com- 
pute it entirely on principal and charge 
it entirely against income; others com- 
pute it wholly on principal and divide 
the charge in various ways between in- 
come and principal; and some compute 
it entirely on principal and charge it 
only against principal. Differences in 
the methods of figuring opening and 
closing charges are almost as numerous 
as the banks we surveyed. Perhaps 
there is some merit in this wide varia- 
tion, but it would simplify our fee prob- 
lem if the banks could work toward at 
least some degree of uniformity in their 
methods of computing and charging 
trust fees, even though the rates of 
charge could well vary considerably. 


In 1955, using our common denomi- 
nator of the $100,000 trust with income 
of $4,000 the average annual compensa- 
tion among the 29 banks for acting as 
trustee was $481.12. which is the equiv- 
alent of about 12.03% of gross income. 
In 1948 the average was $452.89 or 
about 11.32% of gross income. Aver- 
age fees, therefore, had increased py; 


$28.23 or by about 6.2%. 


Between 1948 and 1955, 8 banks out 
of the 29 had increased their annual 
fee, and I had reduced its fee. Of these 
8 banks, 4 were in the Eastern area out 
of a total in that area of 9; 3 were in 
the Mid Continent area out of a total 
of 13; and I was in the Western area 
out of a total of 7. In other words, the 
eastern area had more increases than 
either of the other two areas, with the 
fewest in the west. There seems to be 
a good reason for this, namely that 
rates of compensation average tc be 
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generally highest, the further west you 
20, and the pressure for increased fees 
correspondingly less. For all 8 banks 
which did raise fees. the increase in 
the average of their annual charges was 
from $350.62 to $471.85 or a little over 
34%. 

Another interesting comparison lies 
in the maximum and minimum fees 
charge on our $100,000 trust, and the 
average, for each of the three areas. In 
the Eastern Area the maximum fee 
charged among our 9 banks was $700 
in both of these years, and the minimum 
was likewise unchanged at $252, but the 
average had gone up from $400 to 
$458. In the Mid-Continent Area the 
maximum remained the same in both 
years at $625, but the minimum had 
grown from $350 to $375 and the av- 
erage had increased from $446.15 to 
$459.61. In the Western Area the maxi- 
mum was at $750 for both years, and 
the one increase had brought the mini- 
mum from $325 to $450. The average 
went up from $532 to $550. And to 
show the wide variation in trust fees 
which still exists throughout the coun- 
try, let me point out that for the 29 
banks surveyed in 1955. the maximum 
annual fee was $750, the minimum was 
$252.50, and the average was $481.12. 
At the time of our survey there were 
4 banks taking steps to increase their 
annual charges, 2 in the East, and 1 
each in the Mid Continent and Western 
areas, 


Charges on Principal 


One other tendency in annual charges 
worthy of comment is that of comput- 
ing the full fee as a percentage of prin- 
cipal at market value, whether or not 
a portion of it is then levied against in- 
come. This practice seems to become 
more prevalent as we go westward, and 
in a rising market for equities it does 
admittedly produce a greater revenue 
for the trustees who follow it. But it 
does, of course, carry the risk of work- 
ing adversely for trustees pretty fast in 
periods of declining equity values, and 
might also, when levied entirely on 
principal, be open to the criticism of 
putting too much of a penalty on the 
remainder man to the undue advantage 
of the life tenant. 


The practice of levying an opening 
charge is less prevalent among our 29 
banks than that of a closing charge. In 
1955, 13 of these banks used an open- 
ing charge of one kind or another, and 
that is 3 more than in 1948. The per- 
centage of banks which use an opening 
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charge grows greater as we move west- 
ward. Where such charges are used, 
they vary widely. 

From a comparison with Mr. White’s 
table we find that since 1948, 5 banks 
have adopted an opening charge, 2 have 
increased such charges, and 2 have 
dropped the charge altogether. How- 
ever, of the 5 banks which instituted 
this charge since 1948, 4 have qualified 
it as follows;—one makes the charge 
only if it is a successor trustee, two 
make the charge if they are successor 
trustee, or on trusts under wills if the 
bank was not the executor, and one 
makes it only under the latter condition. 
The levying of an opering charge under 
these conditions strikes me as_ being 
particularly justifiable in view of the 
extra work and respensibility assumed 
by the succeeding trustee in reviewing 
and assenting to the prior fiduciary’s 
accounts, and I would expect that this 
sort of qualified opening charge might 
well continue its trend toward wider 
acceptance. 


Closing or distribution fees, as we 
would expect, are much more generally 
used, and in 1955, 26 out of the 29 
banks used closing charges of some 
sort,—3 more than in 1948. The range 
in size of such fees runs from 14 of one 
per cent of principal, to 2% in a few 
cases, but the average is close to 1%. 
From our survey it appears that closing 
charges are even more firmly entrenched 
than they were in 1948, and over the 
last seven years there has been some 
tendency toward increasing the amount 


of the charge. But on the whole it 
would seem that we have gone about as 
far as we can go. It is quite possible, 
however, that if annual fees charged 
against principal continue to increase, 
closing charges will decrease,—in other 
words, the closing charge may be more 
and more on a pay-as-you-go basis. 


Taking everything into consideration, 
it would seem that although the trend 
in fee levels has been upward over the 
last seven years, there are still many 
banks that are being inadequately com- 
pensated for the trust department ser- 
vice they are rendering and the respon- 
sibility they are assuming. For these 
banks I would think that the trend in 
fees over the next few years must in- 
evitably be upward. Certainly for all 
of us, much depends on the course of the 
purchasing power of the dollar. If we 
can continue to have a government 
which is capable of keeping that re- 
bellious little sinner within bounds, our 
fee problems should not be serious. 

Of two things, however, I am_per- 
fectly convinced. One is the need of 
our American public for efficient and 
first-class trust service, and the other 
is their willingness to pay fair and ade- 
quate fees to the trust institutions which 
can provide that service. 


A AA 


@ Paul N. Mitchell, assistant vice presi- 
dent of the Harris Trust and Savings 
Bank of Chicago, in charge of the agency 
division of the trust department, cele- 
brated his thirty-fifth anniversary with 
the bank February 7. 
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TECHNIQUE OF RENEGOTIATING TRUST FEES 


HENRY D. M. SHERRERD 


Vice President, Fidelity-Philadelphia Trust Company, Philadelphia, Pa. 


HERE ARE SOME THINGS WHICH 
ee hiaen can do, and some things 
which it cannot do, Every so often you 
run into a situation where the benefici- 
aries of a trust fund state, in substance, 
or even in terms, “Grandfather made 
a contract with your company many 
years ago for handling the trust under 
his will, at a rate which has long since 
proved to be unprofitable to you, but 
extremely profitable to us. We've got 
you just where we want you and we 
propose to keep you there.” Technique 
won't help you there. 


In such a case there isn’t much you 
can do but smile suavely, grit your 
teeth, preserve your equanimity, but 
consider that the good Lord in due 
course will call them to receive their 
doubtless well-earned terminal compen- 
sation. 


Fortunately, as far as my experience 
goes, trust beneficiaries of the type | 
have mentioned are quite rare. | would 
estimate that such instances occurred in 
less than 10% of our accounts. My 
observations are taken entirely from 
the experience of myself and colleagues 
of the Fidelity-Philadelphia Trust Com- 
pany. I do not purport to base them on 
any wide survey. My remarks will deal 
almost entirely with renegotiating old 
fee rates on income, as in Pennsyl- 
vania, at least up until recently, a trus- 
tee has been allowed only one commis- 
sion on principal, and that normally 
was taken many years ago when the 
executor’s account was settled. 


Proceed with Caution 


It has been these low rates on in- 
come in old trusts which have been 
such a source of operating loss to the 
trust department. | want to emphasize 
that such an undertaking must be ap- 
proached in the same manner as por- 
cupines are said to make love—that is 
to say, VERY CAREFULLY. The officer 
charged with renegotiating old contract 
fee rates should remember that he is 
working for the stockholders and not 
solely for the trust department, and 
hence, before he moves a step in the 
direction of the beneficiaries, should 
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make a complete study of the situation 
in the particular trust, not only as re- 
gards the Trust Department, but as the 
other departments may be affected. 


Does the beneficiary maintain large 
balances in the banking department? 

Is one of them president of a large 
corporation, maintaining a large money 
balance? Or does his corporation rent 
a floor or two in the building owned 
by your company? 

Does the beneficiary have a large es- 
tate with a will on file in the trust de- 
partment? Is there any prospect of more 
business to come from him or his fam- 
ily? Does he have a large investment 
supervisory account at current rates? 


What does the person who handles 
the account and comes in contact with 
the beneficiaries report as to their tem- 
per and disposition? 


How much longer does the trust have 
to run? 


Has the trust been well handled? 
What is the investment record? Are the 
parties pleased with its administration, 
and well disposed toward the company ? 


What does a current cost analysis 
show as to the annual compensation be- 
ing received by the trustee, and how 
much does it to operate the 
account? 


cost 


Is there a binding agreement as to 
fees with the testator on file? 


Who is spokesman for the group? 


Such a study will enable one to come 
to some conclusion as to what is best 
for our company, whether there is a 
reasonable possibility that the company 
would lose much more than it would 
gain. This preliminary study is abso- 
lutely essential, that you know all the 
facts; not only about the Trust, but 
about the beneficiaries and their rela- 
tions with your company. 


Put It in Writing 


It is my strong preference, particu- 
larly in complicated trusts where there 
may be a number of beneficiaries, co- 
trustees, etc., that after the facts have 
been assembled, a letter be prepared 


setting forth in a fair and objective 
manner the present status of the trust. 
The investigation on which the letter 
will be based may well have taken a 
day or several days or even weeks to 
make. The facts on which you rely to 
justify a request for a new rate of com- 
pensation should be set forth in the 
letter with the request for a new rate. 
This letter, composed very carefully. 
probably will be quite long, but this 
can't be helped. 


We always try to make it as easy 
and include 
an approval copy for the beneficiaries 
to sign their acceptance of the new rate. 
In most cases it is almost too much to 
expect that the approval copy of the 
letter will be signed and returned with- 
out argument or 


as possible to say “yes,” 


negotiation, so we 
always suggest that if the parties would 
like to discuss the matter, we will be 
very glad to arrange a suitable time. In 
effect, what we do is to load a big gun 
and spend any necessary amount of 
time to make sure that it is properly 
charged, primed, and aimed. 


The question of at whom your big 
gun should be aimed will require care- 
ful consideration. Frequently there is a 
spokesman for a family or a group of 
beneficiaries whose sympathetic consid- 
eration will go a long way toward help- 
ing you secure the desired approvals 
from the rest. This may be a co-trustee, 
an attorney, or someone who speaks for 
the family. The question of whether one 
letter or several shall be sent out must 
be decided in every case, depending on 
circumstances. 


Advantages of a Letter 


To my way of thinking the prepara- 
tion of this letter has most obvious ad- 
vantages. If the benefiviaries agree with- 
out negotiation, so much the better. If 
they want to discuss the question, as 
they usually do, the letter will serve as 
a “trial brief” for the discussion. Norm- 
ally, the receipt of such a letter is not 
exactly welcomed by the beneficiaries, 
and at a discussion the conversation 
will tend to fly off at a tangent man 
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times. Any mistakes the trustee has 
ever made may be thrown back at you, 
and hence it is vital that you know the 
facts, and be able to answer and show 
that the over-all administration of the 
trust has been good—and if it hasn’t 
been good, you are not going to get 
very far anyhow! However, the letter 
is a great help in keeping the conversa- 
tion on the point and being able to 
refer to the facts therein set forth. 


The letter, of course, would normally 
commence by stating that it is written 
pursuant to the responsibility delegated 
to the writer to review this trust as 
regards the compensation currently be- 
ing received. It would then review the 
present size of the corpus and compare 
it favorably, if possible, with the 
amount when it was set up. Any increase 
in income, of course, can be mentioned 
and the suggestion made, where war- 
ranted, that the administration of the 
trust has been successful, ete. 


In our company we have an invalu- 
able tool in renegotiating old trust rates, 
that is, an up-to-date system of cost 
analysis. A current cost analysis should 
be a part of the preliminary study. 
Your letter will point out that at the 
current rate of compensation the corpo- 
rate trustee is receiving X dollars for 
managing the trust, which leaves an 
annual operating deficit of Y dollars. It 
frequently can be stated with absolute 
truth that the annual compensation 
which the trustee is receiving bears little 
or no relation whatever to the work it 
is performing, and the responsibility. 
Many times during the course of re- 
negotiating old rates we found cases 
where we are handling a trust of $1,000,- 
000 more or less, and were receiving 
possibly $300 or $400 a year. Even a 
statement of the facts in such a situa- 
tion presents such a good case that it 
is very hard for any beneficiary to be 
unwilling to discuss a revision. 
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This bank offers complete facili- 
ties for handling your Fiduciary, | 
Pension and Banking business 


We 


invite your inquiry when we 


The letter should point out that with 
the present income tax rates, and de- 
pending on the tax brackets of the in- 
dividuals in question, the Government 
assumes a substantial part of this in- 
crease in any event. 


It is normal to call attention to the 
tremendous rise in the cost of doing 
business, utterly unforeseen at the time 
the rate was agreed upon, which makes 
it entirely inequitable at the present 
time. 


As a clincher, we usually mention the 
fact that if our trusts cannot be kept 
upon a self-supporting basis, it is ob- 
vious that we will be unable to give the 
beneficiaries the quality of services 
which they have every right to expect. 
This train of thought almost inevitably 
leads the recipient of the letter to con- 
sider his own enlightened self-interest. 
Of course, in proceeding along this line, 
words must be chosen with great skill, 
as obviously no corporate trustee can 
afford to intimate to its beneficaries 
that no matter what rate they pay, they 
will not get the same quality of service 
that any other trust receives. Neverthe- 
less, the beneficiary may get the idea 
that a trust which is operating on a com- 
pensatory basis might conceivably get 
better attention than one which is a 
source of a constant operating deficit 
to the trustee. 


Is There a Fee Contract? 


Where the corporate trustee is bound 
by a written fee contract, the letter 
should state that the trustee will, of 
course, continue to honor it if the bene- 
ficiaries will not agree to some modi- 
fication. We found, however, after 
searching the records carefully, in many 
old trusts, no evidence whatever that a 
formal contract had been entered into 
by the testator. The beneficiaries, not 
unnaturally, had always insisted that 
there was a formal contract because the 
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rate has lasted for so many years. In 
such a case, our letter requests that, if 
the beneficiaries have any evidence of 
the existence of such a contract, they 
produce it, as we have no record of one 
in our files. 


It is frequently just as difficult, how- 
ever, to renegotiate an old rate of long 
standing, based on no agreement what- 
ever, as to renegotiate a formal con- 
tract. Obviously in the former case you 
are not hobbled, and do not have to 
start with the handicap that you are 
under when you approach the _ bene- 
ficiaries to negotiate a contract rate; 
but I know of nothing quite so em- 
barrassing as to approach the bene- 
ficiaries from the standpoint that you 
are not bound to a contract rate and 
then have them haul out of the dear 
dead past a contract that may be 50 
years old, but whose chains neverthe- 
less are still strong. (Parenthetically, 
it has often seemed to me that my prede- 
cessors in office did little else but write 
letters quoting binding rates in perpe- 
tuity at 1% of the income, and on oc- 
casion waiving all compensation on 
principal!) We frequently have to ex- 
plain that a simple statement made to 
the testator or the settlor or his attor- 
ney, many years ago, that the rates 
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would be so and so, was not and was not 
intended to constitute a binding con- 
tract for all time, but was simply a state- 
ment of the current rates for trust serv- 
ices at the time in question. 


Frequently we find that there was an 
understanding, written or otherwise, 
with the testator that his estate would 
be composed of a very few large blocks 
of securities, either bonds or stock, and 
that the rate was quoted on the as- 
sumption that the trust would continue 
to be invested in that manner. Economic 
conditions, however, have changed so 
that in all probability the old bonds have 
long since been called or paid off, or 
the stocks have been changed in one 
form or another, and at present the 
portfolio of the trust may bear no re- 
lation whatever to the original set up. 
Whereas the trust originally might have 
been set up with 5 or 10 large blocks 
of securities, it may now consist of 50 
or 75 diversified items which require 
correspondingly more care and attention 
on the part of everyone in the bank — 
investment analyst, remittance depart- 
ment, etc. This situation can be pointed 
out as justifying an increased compen- 
sation. 


It also frequently happens that the 
trust may have been set up with large 
holdings of common stocks which paid 
a rate of possibly 5% or 6% on the 
invested capital. If the trust is large 
enough and there is only one or a very 
few beneficiaries, very possibly these 
stocks have long since been sold and re- 
placed with tax free bonds, to the great 
net advantage of the income beneficiary. 
The result, however, from the standpoint 
of compensation, is disastrous to the 
corporate trustee, which may have been 
operating on a very low income commis- 
sion rate, and has possibly cut its own 
compensation in half or in thirds for 
the benefit of the beneficiary. This, of 
course, is another strong and entirely 
reasonable argument justifying a re- 
quest for an increase in the trustee’s 
compensation, whether a contract rate 
or not. 


A Revocable Approval 


Lastly, we find that it is frequently 
very persuasive to suggest to the bene- 
ficiaries in estates where we are bound 
with a written agreement, that the cor- 
porate trustee will accept from the in- 
come beneficiaries an entirely revocable 
approval to a fee increase. To the best 
of my recollection, in not a single in- 
stance has our company ever secured a 
revocable approval of an increase of 
an old commission rate and subsequently 
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had the beneficiaries insist on going 
back to the old contract rate. 


In many of our large trust accounts, 
we usually have several individual co- 
trustees and have regular trustees meet- 
ings. Such a subject as a new fee agree- 
ment may require several months of 
negotiation, 


In our experience the only way to 
achieve any real success in this line, in 
an important estate, is to have someone 
undertake this work who can devote 
his entire time to the job, and give each 
individual account as much time and 
thought as it needs. If the administrator 
of the account is obliged to take on this 
additional responsibility and sandwich 
it in among his other duties, all too 
often nothing is accomplished. The pres- 
sure necessary to gain the result must 
be gentle and tactful, but constant. Then 
too, a member of the staff who has 
possibly been handling one or a group 
of beneficiaries successfully over a 
number of years, almost inevitably 
tends to make friendships with the 
company’s customers which may make 
it embarrassing for him to attempt to 
renegotiate. 


However, the preliminary study re- 
ferred to will indicate who is best quali- 
fied to undertake negotiations, and 
sometimes the account administrator, by 
whatever name he may be called, is the 
one to do the job. You and the adminis- 
trator will decide whether a letter shall 
be written or he will negotiate ver- 
bally, or even sign the letter. The more 
general the practice of renegotiating 
these old trust rates becomes, the more 
people come to expect it, and realize that 
it is one of the normal incidents in the 
new order of things, and don’t single 
out any individual trust company for 
criticism. 


Any discussion on rates inevitably 
brings up the current fee schedule of 
your company, and even if you cannot 
get an old contract rate up to the level 
of your new fee schedule, you can us- 
ually put the account on a self-sustaining 
basis. At the same time you accomplish 
this you reeducate your customers a 
little. Hence, when they want to discuss 
rates for a new will or for some other 
business, they will not be entirely sur- 
prised. 


In describing the qualifications of the 
individual who can do all of the things 
I have been enumerating, without losing 
customers and good will, I am merely 
trying to paint a portrait of the ideal 
trust officer who, after all, should be as 


wise as a serpent and as gentle as a 
dove — patient and flexible, but firm — 
in short, he should be an Admirable 
Crichton — suaviter in modo, fortiter 
in re. 


The Satisfaction of Achievement 


Lastly, | would remark the great sat- 
isfaction that it is to the individuals who 
undertake this work, not to mention the 
directors of your company! When I was 
first given this assignment in the Fidelity 
I had the feeling that I was being made 
the official dog of the company. As | 
got into the work, however, I found out 
that it was not quite as bad nor dif- 
ficult as might be supposed. My col- 
leagues and I took over after a general 
rate increase had been put into effect 
quite some years ago, and the rates in 
most of our trusts had been substantially 
increased. We then got a residue of 
tough, difficult, and complicated estates 
to wrestle with containing, as you might 
expect, the old trusts with the contract 
rates, and the old rates which had al- 
most been hardened into contracts 
through the passage of the years. 
Through the methods I have been dis- 
cussing, we raised the annual income of 
the trust department by more _ than 
$250,000 annually, taking into account 
only the amount of the annual rate in- 
creases based on the income being pro- 
duced at the time these rate increases 
went into effect. For the most part this 
work was done several years ago, so 
that a rate on income which was in- 
creased possibly three or four years ago, 
from $500 to $1000 a year, in all proba- 
bility is now producing $1500 or more 
a year, as dividends and income have 
gone up, and this additional income 
to the trust department is not counted 
in the $250,000. Another of the basic 
satisfactions is the fact that this annual 
increase in the earning of the trust 
department is accomplished without add- 
ing a dollar of operating expense — 
and I don't think the Fidelity lost any 
good will, or very little. 


a- A & 


@ The New York Community Trust re- 
cently announced grants of $1,146,688 
in 1955, compared with $1,140,977 during 
1954. Of appropriations totaling $15,302,- 
940 made by the foundation since its in- 
ception in 1924, more than half have 
been paid out in the past seven years. 


From upwards of 100 funds constitut- 
ing the Community Trust in the trustee- 
ship of 12 New York banks, payments 
were made to 448 philanthropic orgniza- 
tions in 109 cities, 30 states and 5 for- 
eign countries. Recipients in New York 
City and State numbered 322. 
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Continental Illinois’ night staff 
processed 1'7'770 cash items 


Let’s just suppose that—last night — 
closing your book, winding the clock, turn- 
ing the sheets down and the lights out, 
took you five minutes. 


In those brief five minutes, this bank proc- 
essed almost 1800 cash items! 


(That’s estimated from the total volume of 
work done on an average night from 11 
p.m. to 7 a.m. by our night force.) 


What does speed like this mean? 
Earliest possible presentation! 


It means that many checks air-mailed to 
us in the afternoon by correspondent 
banks from coast to coast become avail- 
able funds the following morning. 


That we’re proud of such service isn’t the 
point. That our correspondents are very 
happy with it is! 


and Trust Company of Chicago 
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INVESTMENT PROCEDURES 
a Or oo A rust Departments 


J. REGIS WALTHOUR* 


Vice President & Trust Officer, First National Bank in Greensburg, Pennsylvania 


O COMPLETELY SATISFACTORY DEFI- 
N nition of a smaller trust depart- 
ment has been found, but Gibert T. Ste- 
phenson considers a small trust depart- 
ment to be one with trust assets, at pres- 
ent market value, of not over $5,000.- 
000, not including in this amount safe- 
keeping, escrow and custodian accounts 
(where no management is required) or 
corporate trust and agency accounts. 
Such a trust department would norm- 
ally employ from three to ten full-time 
officers and employees. There is an old 
rule of thumb that allows one employee 
for each million 
assets. 


one dollars of trust 

The Statement of Principles of Trust 
Institutions in Article If Acceptance of 
Trust Business provides: “A trust in- 
stitution is under no obligation, either 
moral or legal, to accept all business 
that is offered,” since there 
many where trust business is 
needed but the service cannot be ren- 
dered properly, because the nature of as- 
sets which will comprise the corpus is 
such that it would be unwise to accept 
the proffered business. It is for this rea- 
son that all new business should be ap- 
proved by the members of the Trust In- 
vestment Committee. If the provisions 
of the instrument are workable and the 
assets are acceptable the new business 
should be accepted. 


The Trust Investment Committee 
should include both officers, and non- 
officers who are members of the Board. 
Ex-officio members may be selected from 
qualified officers from either the bank- 
ing or trust department. Since we seek 
group judgment, the membership should 
be composed of men who have the 
broadest possible investment experience. 


may be 


cases 


*In preparing this paper I have reviewed and 
analyzed over thirty excellent papers which have 
been presented to various trust conferences over 
the past fifteen years. Undoubtedly, the two out- 
standing articles on the topic have been the ‘“Re- 
port of the Committee on Trust Investments’’ pub- 
lished in the Trust Bulletin for October 1943, and 
the article by Richard P. Chapman, “Investment 
Procedures for Smaller Trust Departments,” pub- 
lished in the same periodical for September 1953. 


264 CONFERENCE PROCEEDINGS 


They will know, of course, that they 
shall not speculate and that prudent and 
intelligent men do not confine their pur- 
chases to fixed income investments, un- 
less limited by law or the governing in- 
strument. They will select responsible 
persons for carrying out their decisions 
and make certain that their intentions 
are carried out. 


The Trust Committee 


A regular form of agenda should be 
adopted and a copy of the agenda for 
each regular or special meeting of the 
Trust Committee should be furnished to 
every member. It is desirable that in- 
dividual copies of all other schedules 
and other information to be considered 
be supplied to each member, but since 
the matter of preparation may be ex- 
pensive and cumbersome, single copies 
may be supplied for the inspection of 
all. In practice, the operating head of 
the trust department will usually act as 
chairman. 


Complete but not cumbersome min- 
utes should be kept by a secretary of 
the committee, who may be a member 
of the trust department staff. Many re- 
ports to the committee can be included 
in the minutes by reference, but should 
be carefully filed in looseleaf binders 
and in the chronological order of the 
minutes. The minutes and all items in- 
cluded by reference should be available 
for examination by the members of the 
Board of Directors. Action of the com- 
mittee will, of course, be noted but it is 
not alway advisable to set forth detailed 
reasons for such action, although the in- 
formation on which decisions are made, 
will be found available in prepared re- 
ports or statistical reviews. 

A typical agendum for a trust com- 
mittee meeting will include: 

Date of meeting 

Members present or absent 

Minutes of previous meeting 


Minutes of meetings of the Trust In- 
vestment Unit 


Statement of the condition of the 
Trust Department as of the last day 
of previous month 

Statement of conditions as of day 
prior to meeting 

Report of trust department income 
for previous month 

Report of trust department expenses 
for previous month 

Report of new trusts 

Report of closed trusts 

Report of overdrafts 

Report and discussion of security 

purchases 


Report and discussion of security 
sales 

Report of additional assets received 
in trust accounts 

Also, when scheduled 

Review of trust accounts in accord- 
ance with Section 6, Paragraph “C” 
of Regulation F 

Analysis of trust assets 

Review of Court Trusts in administra- 
tion 

Old business 


New business 


Incidentally, we are accustomed |lo- 
cally to paying regular fees to non-of- 
ficer members of the Trust Committee. 
They like that and our attendance is ex- 
cellent. 


Docket Sheet and Plate 


After a trust account has been ac- 
cepted, four steps are of prime impor- 
tance. 


First, the docket sheet must be pre- 
pared. We use four different types of 
docket or synopsis sheets, one for de- 
cedent estates in administration, one for 
testamentary trusts, one for trusts under 
agreement or for management agencies 
and custodian accounts, and one for 
guardianships. Complete transcripts of 
investment provisions are provided 
where necessary. If the digest indicates 
the necessity of a legal interpretation we 
secure an opinion of counsel, note it on 
the docket sheet and recopy as much «s 
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may be required. The original opinion 
js retained in the file under the legal 
division. 

Second, since each account is carried 
by number and, since we have not yet 
reached the electronic stage, we immedi- 
ately prepare an addressograph plate 
giving the following information: 

Number of account 

Ledger division, i.e., Court, Living 

Trust or Agency, or Guardianship 

Name of account 

(Testator, Grantor, or Ward) 

Attorney 

Date and number of appointment 

Income Beneficiary 


These plates are used to head all types 
of ledger sheets related to the estate, 
including individual ledgers and secur- 
ity ledgers. They are also used to head 
all statement work sheets, analysis 
sheets, and income tax work sheets. Sim- 
ilar plates are prepared for all securi- 
ties and contain brief but pertinent in- 
formation about each security. 

These plates eliminate all possible 
errors or omissions in heading ledgers 
or other papers relevant to a particular 
estate. They are hence both effective and 
inexpensive. On our cross indexed se- 
curity records the estate plate is used on 
the left and the security plate on the 
right of the estate investment cards, and 
they are reversed on the trust security 
ledgers showing the holdings of specific 
security. 


Appraisal 


Third, appraisal of assets in new es- 
tates is of the utmost importance. We 
have found that appraisal values in de- 
cedent estates and cost or acquisition 
values in living trusts, agencies. and 
guardianships are the best values to 
use. In decedent estates values are de- 
termined as of the date of death. We 
make every attempt to list our assets in 
various classifications, such as United 
States Bonds, Other Federal Obligations. 
Guaranteed Bonds, Municipal Bonds. 
Preferred Stocks, Common Stocks (here 
we make separate listings of listed and 
unlisted stocks) Mortgages, Notes or 
other Evidence of Debt, and Miscellane- 
ous Assets., Personal Effects and House- 
hold Furniture, Business Assets, and 
Real Estate. For the purpose of such ap- 
praisals we use the common type of col- 
uninar sheet, allowing five lines or a di- 
Vision for each asset. This allows plenty 
of room for essential information. These 
sh-ets are headed by our prepared 
pl:tes but the assets are typed in since 
thse plates are probably not complete. 
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Prices are taken from the Wall Street 
Journal, a copy of which is kept with 
the work sheets for check and confirma- 
tion. 


Unlisted securities or local stocks re- 
quire considerable investigation. If ap- 
praisal values can be fixed by recent 
sales of stock it is comparatively sim- 
ple. This is usually possible in sales of 
your own or other bank stocks. If no 
legitimate sales have been made, we 
must rely on any financial information 
available and for an appraised value in 
accordance with the usual procedure. A 
public accountant who has served the 





particular company can be of invaluable 
assistance. 


Mortgages should be appraised in the 
same manner used by the bank in con- 
sidering new mortgage applications, and 
all supporting papers, including the ap- 
praisal, title search and _ insurance, 
should be in order. Notes and other evi- 
dences of indebtedness should be ap- 
praised and confirmation secured from 
the borrower. Personal effects, automo- 
biles, household furniture, jewelry, are 
priced by independent and qualified 
appraisers and should be cleared with 
taxing authorities so that they can be 





THIS IS VENICE — CALIFORNIA? 


In 1904 construction was started on 
what was for years to be one of South- 
ern California’s most colorful tourist 
attractions. This was a system of canals 
and bridges at Venice, to simulate some 
of the charm attached to its namesake 
city in sunny Italy—complete with gon- 
dolas. At this time Security-First 
National Bank already had established 


its Trust Service. 


TRUST DEPARTMENT 


ECURITY- FIRST 


NATIONAL BANK 


OF LOS ANGELES 





Head Office: Sixth and Spring Sts. 
Telephone MUtual 0211 
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delivered to named beneficiaries, against 
receipt, or sold as soon as advisable. 


For business assets, other than cor- 
poration, there are closing statements 
and supporting schedules of inventories, 
accounts receivable, etc., preferably pre- 
pared under the supervision of a public 
accountant. It is preferable to have real 
estate appraised by two licensed real es- 
tate brokers. Title searches, tax records, 
leases, insurance of all types, and other 
relevant information should be secured 
at once. If surveys are necessary they 
should be made by registered engineers. 


In guardianships of minors, either by 
court appointment or by a will, the ap- 
praisal will usually be simplified because 
the assets are awarded by a decree of 
court or delivered at fixed values. In 
guardianships of incompetents the values 
used should be the cost to the ward. If 
these values cannot be ascertained it is 
usual to accept the market value as of 
the date on the certificate. For all types 
of living trust, agency, or custodian 
accounts, values can be secured at the 
time the agreement is completed, but, 
in many cases, our help is required be- 
fore these values are determined. 


When we find worthless securities in 
making our inventory we first check 
through our broker the publications 
which list out-of-existence corporations. 
We then double-check with the proper 
department of the state of incorporation, 
file the answers to our inquiry and enter 
the items in our worthless-securities 
ledger. Such a record is important. 
They may come back. 


Security Analysis 


Fourth—analysis of assets is the next 
step. We use the same analysis-form for 
this original review and for all subse- 
quent reviews. It is the form approved 
by the Trust Division of the P.B.A. and 
available through the Keystone Index 
Card Company of Phitadelphia, of letter 
size, 814” x 11”, and when completed 
it gives us all the information usually 
needed. We prepare a new card for 
each so that no erasures are 
necessary and then our review file is 


review, 


complete. 


It is no longer possible to provide 
adequate safety and _ satisfactory re- 
turns, in either legal or discretionary 
funds, by limiting investments to gov- 
ernment or municipal bonds, or to first 
mortgages. The corporate fiduciary 
must be prepared to invest its trust 
funds in corporate bonds, preferred 
and common stocks, and such other se- 
curities as may be eligible for these 
accounts. While all trust departments 
will afford a 
statistical department to 


sizeable 
furnish in- 
formation to the officers charged with 


not be able to 


the investment of trust funds, it is pos- 
sible to have current information read- 
ily available, on which to base decisions. 
A capable officer or employee must be 
selected to supervise trust investments. 
All banks have officers who have invest- 
ment experience and with proper facili- 
ties, they can adapt their knowledge to 
the trust investment field. 


The use of an approved list of trust 


investments is strongly recommended. 





trust Capacities. 
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Ancillary Administration 


When you require ancillary adminis- 
tration in Michigan, our complete 
facilities are at your service. We also 
welcome the opportunity to act as 
co-transfer agent, co-registrar and in 
all types of personal and corporate 
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Such a list provides adequate diversifi- 
cation and can be used to reduce the 
number of securities under supervision. 
The approved list should be subject to 
continuing revision. Sales of securities 
received in kind must be determined 
after consideration of all relevant cir- 
cumstances. It will never be possible. 
however, particularly in discretionary 
trusts and those holding local securities, 
to hold strictly to any approved list. 


There are a number of established 
and reliable statistical and investment 
services which can be procured on a 
reasonable and several offer 
special types of service for trust depart- 


fee-basis 


ments. The services can be as broad in 
scope as the subscribing bank may de- 
sire. Many metropolitan banks will on 
request supply statistical information to 
their correspondent banks. The trust 
investment officers of these same banks 
are usually available for conferences 
with representatives of their correspond- 
ents. Brokers will be glad to provide 
both statistical and investment informa- 
tion, either on a continuing basis or 
for specific cases. As securities are pur- 
chased, current information will go on 
record through periodical and annual 
reports to be reviewed and filed in the 
security folder of each company. 

The 
formation pertinent to investment re- 
view is the daily or weekly financial 
Each officer should 
have available for the use of his assist- 
ants and himself The Wall Street Journal 
and at least one metropolitan news- 
paper which carries outstanding finan- 
cial news. Files of such papers may be 
maintained or clippings added to the 
security folders. 


most important source of in- 


press. investment 


Review for Sale 
or Purchase 


The officer in charge will see that the 
analysis of securities is prepared for 
initial or subsequent reviews. Since the 
initial review will usually not entail ex- 
tensive purchases, consideration should 
be given to the existing holdings to 
conform them to accepted investment 
policies. The terms of the agreement 
and the circumstances of the benefici- 
aries will affect all decisions. Of pri- 
mary importance are quality, diversifi- 
cation, and liquidity. Undesirable in- 
vestments should be disposed of prompt- 
ly. Small holdings and odd lots in sub- 
stantial accounts may be eliminated 
and proper ratios of security holdings 
applicable to the particular account 
should be considered. The tax effects 
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must be noted, and finally, timing and 
prices must be determined. 


In our bank the initial and subse- 
quent reviews of securities are done by 
a group called the Trust Investment 
Unit, composed of the president, the 
trust officer in charge. and the trust in- 
vestment officer. Reports of both new 
and existing accounts reviewed are 
made to the Trust Investment Commit- 
te. The record card we used, as al- 
ready mentioned, carries the name and 
number of the account and the date of 
review. At the left-hand top is invest- 
ment and other data pertaining to the 
particular estate. and on the top right 
is a summary of anticipated and actual 
diversifications. In columnar form for 
easy listing are entered the date of 
acquisition and rating. and the present 
rating and quotation: number held: 
name and description with rate and 
maturity; acquisition and market price: 
appreciation or depreciation; annual 
income; call price and columns for di- 
versification. Totals and percentages are 
shown at the bottom of necessary 
columns. 

Following such a review, recommend- 
ations for sales and purchases are made 
by the committee and entered in their 
minutes. On approval by the trust com- 
mittee, purchase and sale cards are 
prepared, which are size 4’ by 6” and 
varicolored, numbered and filed numer- 
ically. They can be stamped with the 
name of the estate and the security. 
Each card is initialed by the members 
of the trust investment unit and, if 
approval of the grantor or co-trustee is 
necessary, its date is noted. The brokers’ 
figures are included and original entry 
tickets and vault record are prepared 
from these cards. 

All security transactions are reported 
to the Trust Committee on typewritten 
sheets which are retained as part of the 
minutes. The items for each estate are 
so prepared that one copy of the sheet 
may be clipped to give a separate rec- 
ord for each estate. On these clipped 
portions are noted, in red, the dates of 
approval by the trust investment unit 
and the trust committee; the clippings 
are then placed in chronological order 
in the investment folders for each es- 
tate. Brokers’ bills and other pertinent 
papers are also placed in these files. The 
result is: complete investment informa- 
tion instantly available for each estate. 


Regular Investment of Cash 


The adequacy and success of invest- 
ment procedure are found in the fre- 
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quency with which trust investments in 
each estate are reviewed. The very heart 
of the system is the monthly review of 
uninvested cash. On a given date, about 
the middle of each month, such a report 
is given to the officer in charge of in- 
vestments. The list of uninvested cash 
is prepared on the ordinary eleven- 
column sheets, the number and name of 
each estate and the principal cash bal- 
ance are given. In guardianship ac- 
counts or any others which may require 
investment of unexpended income, these 
amounts are also shown. The sheets are 
prepared and typewritten by a clerk. We 
indicate with a red “D” all accounts for 
distribution or other cash requirements 
which do not require investment. The 
investment officer then reviews the re- 
port. At this time he also examines the 
estate investments from our subsidiary 
ledger cards and, if necessary, the last 
analysis of the particular estate. 


In smaller estates, which compose the 
bulk of the business in small trust de- 
partments, the officer then carries out 
under columnar headings, the amounts 
available for investment in government 
bonds, mortgages, or common trust 
fund, and a miscellaneous column for 
investments to be made in other types 
of securities. 


In most guardianships under the su- 
pervision of the Veteran’s Administra- 
tion, investments are made in govern- 
ment bonds. We make sure that all “K” 
Bond purchases in a particular estate 
are made at the same interest dates, so 
that we only have two income items 
each year. 


If investments in common 


trust fund are indicated, we prepare 
purchase cards at once and these are 
presented for approval at the next val- 
uation date of the common trust fund. 
Amounts available for mortgage pur- 
chases are reported to the officer in 
charge of mortgages, who submits new 
mortgages for the consideration of the 
trust committee when available. Mis- 
cellaneous purchases are discussed with 
the members of the trust investment 
unit. 


If you live under a modified Prudent 
Man Rule, as in Pennsylvania and New 
York, you should carefully note that 
every investment in common stock was 
legal as to amount, at the date of invest- 
ment. 


Continuous Review 


The review of trusi investments is a 
continuous process. For this purpose, 
the accounts are presented to the trust 
committee under three headings, in 
numerical order. court trusts, guardian- 
ships, and contractual accounts. We 
prepare typewritten sheets to cover 
each report. showing number, name of 
account, cash income, cash principal, 
and investments. The investments are 
then listed under mortgages, govern- 
ment bonds. common trust funds, and 
analysis. Many smaller accounts are 
presented under the first three columns 
and analyses are prepared in our usual 
form for the accounts in the last column. 
This may be a simplified procedure but 
it is an effective one. All of our ac- 
counts are reviewed more often than 
necessary to satisfy Regulation “F.” 





Missouri. 


from other states to Missouri. 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancillary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 
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We like to keep the members of our 
trust committee informed as to the 
progress being made in our “estates in 
administration.” For this purpose, every 
three months we hold a meeting of the 
people who handle these accounts. A 
written report is prepared, reviewed by 
the trust committee, noted in our min- 
utes, and filed. This, of course, is in 
addition to the progress reports kept 
for each estate. 


li is just as important to review trust 
securities as such, as by accounts. We 
have three methods of checking hold- 
ings in various securities. First, we price 
all holdings on a monthly basis and 
review a particular holding if any sig- 
nificant change is noted. Second, we 
keep up a running review of the vari- 
ous securities in alphabetical order. 
And, third, our investment advisory 
service issues brief reports on various 
items which we review. and note any 
action, 

Mortgages comprise an important 
part of the investments in smaller trust 
departments, but since the advent of 
installment mortgages they do not usu- 
ally present many problems. Daily re- 
ports are made to the trust investment 
officer and we make monthly reviews 
of all mortgages. Any unusual circum- 
stances are reported to the Trust Com- 
mittee. 


The Common Trust Fund is recom- 
mended for even very small trust de- 
partments as an excellent investment 
medium providing diversification of in- 
vestment, safety of principal, and a 
reasonable return of income, all of this 
at lower cost. 


We use and recommend nominee 
registration of securities under a form 
of partnership agreement. It simplifies 
procedure and greatly expedites trans- 
fer of securities. A form letter for trans- 
mittal of stocks for transfer, restricted 
endorsements, and the use of the new 
first-class insured mail are helpful and 
economical. 


Investment procedures are but the 
means to an end. The purpose of all 
of our planning is to have investment 
programs which will provide for the 
preservation of the principal of the trust 
estate, and the amount and regularity 
of the income to be derived. 


A A A 


Small Bank Trust Accounting 


The advantages of machines in small 
trust department accounting are de- 
scribed by W. D. Hardy, assistant 
cashier and trust officer, Commercial Na- 
tional Bank, Spartanburg, S. C., in the 
January issue of The Southern Banker. 
This department placed all its record 
keeping on an machine 
which automatically computes and prints 
new balances. In the real estate ledger, 
for example, the machine “automatically 
dates the entry, posts the increase or de- 
crease and the new balance to the in- 


accounting 


come portion of the ledger. The month- 
end report for the bank’s comptroller is 
prepared in less than an hour’s time 
because of accumulated totals “at our 
fingertips at all times”. The same ma- 
chine is also used to post the bank’s 
loan liability ledger, bond ledger, and 
general ledger. 
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27,220.70 
Symp0Le TRUST DEPARTMENT ADDITIONS OR PROFITS 655,30 
SPUR PURCHASED FOR TRUST ACCOUNT ASSETS OF WITHDRAWALS OR.LOSSES 19, % 
: PRESENT AMOUNT OF TRUST 27,064.79 
AS OF April 1, 1955 
peouimen DESCRIPTION OF ASSETS my jaw ncoME Fon 
| ‘es a 3-31-55 
—— - = - ee vino) __} 
2-2-49 | oT WD shs. the American Tobacco Company | 1,96 ast $6.25 t B.5 »- + 
j 
| } 
2-2-48 | K 100 shs. Continental Oi] Company 3,134.43 | i) 7/9} 3,087.50 4,953.02 70,00 
| | | | 
2-1-52 | K 239 shs. The Dow Chemical Company 4,162.79] 46 5/8) 11,203, $2 | 7,040.33 62.590 3.3 
| | | } 
aise! K | 20 shs. E. I, DuPont DeNemours & Company | 1,662.86 | 170% | 3,410.00 | 1,747.14 70.00 6.2 | 
} | } | 
| i | | 
1-0-4898) K 63 shs, General Motors Corporation | 1,912.93 74 7/0) 5,977.12 | 4,064.19 60.00 7.75 
' i j 
| | | | | } } 
5-3-48 | K | © shs. Highland-Quassaick National Bank 4.00 | x 480.00 | 256.00 12.00 10. | 
| j | | 
1-27-54] K 87 shs. Insurance Company of North America 721.65 | 108 | 9,396.00 6,474.35 | 54/3 2.3 
| | | | 
1-3-43 | K | 9% shs, International Harvester Company 2,694.55 wy | 3,262.30 566.95 45.00 | $.$ 
1-32-54 | OK | SO shs. Monsanto Chemical Company 3,031.06 | 114 | 5, 700/00 2,668.94 31.25 2.1 | 
| | } | 
| } ! 
1-3-48 | K | 100 shs. National Steel Corporation 2,712.71 | 63 & | 6,350.00 3,637.29 75.00 4.7 
1-3-48 kK | 100 shs, Phelphs Dodge Corporation 2 605.04 | 57 a} 5,775.00 3, 169, % 40.00 | 
| j 
4-29--48 K Miscellaneous insurance policies 3.00 | 0- | 3.00 ~- | @- “> 
4-11-51 kK Miscellaneous insurance policy 2 1,00 | ~- } 1,00 ~- ~- _| ~- | 
pT, | 
iairaes 61,671.49 | 4,617.99 520.13 | 31.29 | 
| | f 
| 
| Summary | | j | 
| Cash v.29 | | 
Investments 27,053, - | j 
| 
Total 27,004.79 
| | ! 
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The form of trust statement shown herewith, developed by Robert B. Hance, Jr., secretary- 
treasurer of Newtown Bank & Trust Co., Bucks County, Pa., is designed to give customers 
a quick, clear picture of the status of their trust accounts. It can be readily submitted on 
a monthly, quarterly, semi-annual or annual basis. Once the first statement has been pre- 
pared subsequent reports will not involve much work, according to Mr. Hance. 
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HINTS FOR 


SMALLER TRUST DEPARTMENTS 


EVELOPMENT OF NEW BUSINESS FOR 
D the smaller trust department should 
follow the 
paper advertising. direct mail and _per- 


normal channels of news- 
sonal association with members of the 
Bar, in the opinion of the members of 
the panel on Problems of the Smaller 
Trust Department which held forth at 
the A. B. A. Mid-Winter Trust Confer- 
ence last month. To this may be added 
the advertising value of a satisfied cus- 
and 
understandable form of statement will 
help 


tomer — and here an attractive 
— as well as the importance of 
trust-minded directors. It is difficult for 
the trust officer to give enough time to 
new business development, and a sepa- 
rate new business department is most 
desirable. 

The panel functioned under the able 
leadership of Earl G. Schwalm, vice 
president and trust officer of Lincoln 
National Bank & Trust Co., Fort Wayne, 
and included J. H. Bowen, vice presi- 
dent and trust officer, Union National 
Bank, Little Rock; E. William Carr, vice 
president and trust officer, Security Na- 
tional Bank, Greensboro, N. C.; Robert 
C. Masters, assistant director, division 
of examinations, Board of Governors of 
the Federal Reserve System, Washing- 
ton; and J. Regis Walthour, vice presi- 
dent and trust officer of First National 
Bank in Greensburg, Pa., who gave the 
introductory address (see page 264). 
Size is not the best criterion for deter- 
mining acceptance of new accounts, the 
pane! agreed. A minimum fee will better 
accomplish the same purpose, and be- 
sides. “we ought to serve where our 
serviie is needed”. Acceptance of ap- 
point ment under corporate bond trustee- 
ships should be considered only if the 
depa tment is equipped to handle them, 
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Mid-Winter Trust Conference Panel on Smaller Trust Departments. 


and if the issue is of such a nature that 
the bank wants its name associated with 
it. In general, corporate business should 
be approached very cautiously. Obliga- 
\ 


tions of tax authorities are safer to work 


with. 


Asked if a small department is en- 
titled to the same fee as a large onc, 
the panel replied that the basis of the 
fee is not size of the department, but 
quality of service. Reimbursement for 
out-of-pocket expense was said to be 
appropriate only when the amount ex- 
ceeded the normal costs of doing the 
particular job. As for splitting fees, the 
general opinion was against it and one 
panel member said that in 30 years of 
trust business he had never participated 
in splitting fees. 


Regarding periodic audits the panel 
said that the 
might be conducted by the bank’s own 
auditor, perhaps assisted by outsiders, 
but in any case ought to be much more 
exhaustive than the frequently found 
superficial approach. There was some 
disagreement as to the relative merits 
of inside and outside auditors, and it 
was pointed out also that frequency of 
review varied with the type of account. 
In some cases once a year would not be- 
gin to be adequate; but in accounts such 
as those wholly invested in a common 
trust fund such frequency may not be 
needed because of the reviews of the 
common fund itself. 


directors’ examination 


Holding or purchasing one’s own 
bank stock tends to create problems, and 
was generally considered unwise unless 
the instrument itself directs it. Where 
there is an official or family connection 
with the bank, the beneficiaries may re- 
quire retention. In regard to retention 
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generally, the panel warned that the 
trustee’s responsibility is equal for in- 
herited or purchased assets, and it is 
wise to look at the problem as if the 
corpus were all in cash — except, of 
course, where there is specific direction 
in the instrument. There are too many 
opportunities for divided loyalty, and 
if trustmen are effective investors, “we 
don’t need to hold our own stock.” 


The panel was in complete agreement 
that the use of a common trust fund 
deserved careful consideration, and each 
one cited his own experience. It was 
thought that $200,000 or $300,000 is 


enough to begin with, but that size was 
really something to be determined after 
other factors were settled, provided the 
fund was large enough to allow diversity 
of investments and a margin over the 
required minimum number of accounts. 
As to a good time to start, it was pointed 
out that the mistake in the past was in 
delaying and that the record shows 
funds have been started through each 
of the past several years, and are still 
being started. If the market is high, one 
can start with bonds and add common 
stocks if and when the accounts will 
benefit and the market so indicates. A 
trustman cannot just decide today and 
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start tomorrow. however. There are 
months of preparatory work involved. 
including a study of the trust accounts 
and what participation in a common 
fund would do to each. Common trust 
funds are the best answer to the need 
for better investment diversification fo: 
small funds. 


Asked about the use of mutual fund 
shares, the panel appeared not to have 
the objections that some do, the main 
difficulty still being the “loading” 
charge. Nominee registration received 
complete approval from the panel and 
a poll of the audience showed that a 
majority are using it. Use of photo- 
graphed records instead of typed state- 
ments was said to depend on what kind 
of records do the best job rather than 
on the size of the department. The en- 
gagement of an outside tax man to pre- 
pare fiduciary tax returns should be the 
rare exception, it was said. Using the 
bank’s own staff permits consistency of 
method and time-saving and keeps the 
department on its toes tax-wise. Hand- 
written copies can be photostated and 
the copies kept in the trustee’s file. 


Profit-sharing trusts are good busi- 
ness, the panel said, but it is advisable 
to see that the agreement is well pre- 
pared in order to obtain official ap- 
proval. 


The very good question, asked from 
the floor, of how to provide adequate 
succession in the smaller trust depart- 
ment was not thoroughly discussed ow- 
ing to lack of time. It was said, how- 
ever, that a fast growing department 
has an advantage as there will be more 
than one position to which an aspiring 
employee may be advanced. 


&2 Aa 


C&S Starts Trust Fund for 
Charitable Gifts 
A trust fund in which the bank could 


put up to three per cent of its earnings 
before taxes. and from which gifts 
could be made for charitable purposes, 
was authorized by the directors of Citi- 
zens & Southern National Bank. The 
model for the fund came from the C&S 
“Buck of the Month Club” through 
which bank personnel contribute a per 
cent of their salaries for their 
personal charitable undertakings. 


own 


“We feel that we can best measure 
our fair share by relating what we give 
to what we earn.” president Mills B. 
Lane said. Money going into the fund 
in good years would cushion the lean 
years, and make funds available when 
they are needed, he pointed out. 


TRUSTS AND ESTATES 








a4 





OO =F 


Vs 


wwe 














# ) 
wi 
| 
& 
< 
| 
‘ 
. 








Marcu 1956 








@ 


é 
= 
m 
il 


ill it work for her? 


She would never design or operate this 
huge milling machine; engineering is not 
her field. But it might be to her advan- 
tage to invest In a company that makes 
or uses it. 

Yet this act of investing calls for 
technical knowledge that compares in 


scope with that of the engineer. Facts 


Write 


Staten Crust Comparty 
' ¢ New York 


AD Wall Street, 


and figures...imagination...judgment... 
authority to act—all these are essential 
in our management of invested funds. 
At the United States Trust Company, 
women find the knowledge and the 
personal counsel which their investment 
problems call for... policies shaped to 


their own requirements. 
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The Investment Outlook 


BUT WHAT DO WE DO ABOUT IT? 


SHERWIN C. BADGER 


Financial Vice President, New England Mutual Life Insurance Company, Boston 


HAT DO WE MEAN BY THE INVEST- 
\ ment outlook? The investment 
outlook for whom? For individuals, and 
if so for what kind of individuals and 
in what tax brackets? For pension 
funds, charities, colleges, which are 
wholly tax exempt? For life insurance 
companies which have an unique tax 
formula? 
The of Feb- 


ruary 6, 1956, is by no means the same 


investment outlook as 
for all these various kinds of accounts. 
Thus the danger in talking about the 
outlook is that any generalization may 
be completely misleading in terms of 
specific investment problems. So it oc- 
curred to me that it might be much 
more interesting to lay emphasis on 
what we can or should do in translating 
into action our ideas about the invest- 
ment outlook. After all, the important 
thing is what we do, not what we think 
or say. The real test is our decision to 
hold, to buy or to sell. 

Before talking about what we are go- 
ing to do about the investment outlook, 
we must have some reasonable idea as 
to what we think the outlook is. That 
doesn’t mean looking into the crystal 
ball or deluding ourselves that forecast- 
ing has become a science. It means mak- 
ing an informed judgment of likeli- 
hoods rather than of probabilities. 


Maybe | go around with the wrong 
people or read the wrong things, but 
what strikes me most forcibly now is 
the relative uniformity of views. I am 
going to give you a sample of the ideas 
of a discussion group which meets in 
Boston, composed of several experienced 
and responsible investment managers, 
several bankers, and a few practicing 


economists. whom 


some of have 


tional reputations. 


na- 


This group was asked first what it 
thought about the business outlook as 
measured by the Federal Reserve In- 
dex of Industrial Production. This in- 
dex averaged about 139 for 1955. The 
group was almost equally divided about 
the average for 1956. Fifteen believed it 
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would be slightly higher, and 16 be- 
lieved it would be slightly lower. In 
other words, taking the year as a whole, 
they, like the President’s Council of 
Economic Advisers, think 1956 will be 
another good business year. 


Lower Index Foreseen 


Then they were asked whether they 
thought the level of business would be 
higher or lower at the end of 1956 than 
at the end of 1955. Only one member 
thought the index would close at the end 
of 1956 at as high a level as at the 
end of 1955. The median guess was 
that it would close the year five points 
lower; namely, at 140. The lowest guess 
by any one was 124. a decline of 21 
points, while more than a third of the 
members felt the closing index would 
be 10 or more points below the close 
in 1955. 

Clearly, the forecasting pattern is 
that the momentum of the boom will 
carry on during the early part of the 
year, to be followed hy a downturn of 
from minor to moderate proportions. 
Little change was anticipated in whole- 
sale commodity prices. 

Our hardy Boston group even had 
the temerity to give its views on the 
1956 stock market. They were asked 
what they thought the high, the low, 
and the closing quotations for the Dow- 
Jones Industrial Stock Average would 
be. The 1955 range. as you all know, 
was approximately 388-488, the latter 
being also the year-end close. The me- 
dian guess for the 1956 high was 510, 
with the range of individual guesses for 
the high running all the way from 
480-600. The average guess for the low 
prices of the year was 410—and the 
lowest figure mentioned by any one as 
a possible extreme low was 350. As for 
the closing price for 1956, the average 
guess was 440. Only two people be- 
lieved the closing level would be higher 
than the 488 figure at which 1955 ended. 


If, as seems likely from predictions 
made not only by cur Boston group 


but by many others as well, the boom 
is topping off and in danger of turning 
downward, then it would seem a rea- 
sonable guess that before too long there 
will be some relaxation in the restric- 
tive policy of the Federal Reserve and 
even a reversal of policy. If so, it may 
well be that we have already seen the 
low point in the bond market and the 
high point in interest rates, that we can 
look forward sometime during the year 
to higher bond prices and lower inter- 
est rates. Indeed there is evidence that 
the causes of the excesses in consumer 
credit and 
pansion already moderated for 
reasons other than the Federal Reserve's 
restrictive monetary policy. The down 
turn in automobile sales and production 
can hardly be explained by lack of 
credit availability—it is still available. 
A much easier explanation, it seems to 
me, lies in the fact that the extra stim- 
ulus to sales given in 1955 by the re- 


real estate mortgage ex- 


have 


laxation of consumer credit terms can 
hardly be repeated in 1956. It is indeed 
difficult to see how down-payment and 
repayment can be liberalized 
much further. It is also possible that 
the glamour of the 1955 new model 
styles is beginning to wear off. 


terms 


builders 
plain about the cost and limited supply 
of mortgage funds, the real explanation 


Although residential com- 


for the downturn in new building starts 
seems to lie in the apparent fact that 
in certain 
building. 


areas there has been over- 


Now, of course. many of you will dis- 
agree with this thumbnail sketch of a 
few major possibilities in the building 
and financial world. Let us assume for 
the moment, however. that we as _ in- 
vestment advisers and managers have 
accepted this rough kind of forecast. 
Specifically, let us assume we expect 
the D.-J. average to decline about 12 or 
13% sometime during the year. What 
are we going to do about it? What spe- 
cific investment actions are we goilg 
to recommend? What are you going ' 
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do to better the position of the people 
whose money is entrusted to you? 


Some Deterrents to Action 


My guess is that collectively you're 
going to do very little even though you 
may be quite convinced that the bloom 
is off the rose. I suspect that some of 
you may revise, if you have not done 
so already, your policy regarding the 
investment of new funds. You may have 
decided against buying additional com- 
mon stocks. You may have decided now 
is a good time to buy long-term bonds 
or tax exempts. Except in pension ac- 
counts, however. your net inflow of new 
investible cash is relatively minor. The 
principal area in which a major policy 
decision could be made has to do with 
the composition of funds already _in- 
vested. 


| suspect that even if you should de- 
hack of common 
stock holdings is prudent. you would 
fnd more arguments against than in 
favor of carrying such a policy into 
eflect. You would be faced with both 
practical and theoretical obstacles. 


cide some cutting 


Except in pension. charitable. and 
educational accounts, the most import- 
ant obstacle to sale is the capital gains 
tax. It is true that General Electric, for 
example, is quoted around 54. Forget- 
ting for the moment the cost of com- 
missions and transfer taxes, General 
Electric is worth $54 a share only to 
such owners as may have happened to 
pay that exact price. To all other 
owners it is worth, net after the capital 
gain tax or capital loss credit, some 
other figure. For one trust account its 
net value after sale and payment of 
taxes may be 48, for another only 44. 


If you are doing yuur job of trustee- 
ship well, and I am sure you are, you 
must appraise General Electric’s net 
value differently for every account; and 
then you have to reappraise whether 
you could reinvest the net proceeds 
from sale to the advantage of your cus- 
tomer. After all, for the vast majority 
of your trust beneficiaries, income is 
all important. At 54, General Electric 
yields 3.497. To better this yield, the 
seller whose stock is worth only 48 
after taxes must buy a security yield- 
ing 3.8%, and if the net value after 
taxes is only 44, he must get 4.2%. 


Seing practical investors, you know 
quite well that the capital gains tax 
makes it not only difficult to replace or 
betier income, it makes it very easy to 
ou'smart oneself (or rather one’s cli- 
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ent). It is entirely possible that if the 
stock market breaks this year, General 
Eletric may fall from 54 to 48 or per- 
haps to 44, But you know that you 
probably would not be lucky enough. 
or bold enough, to buy it back at or 
even near its low point. 


The Better ’Ole? 


The capital gains tax is not the only 
tax we have to consider in formulating 
shifts in investment policy. Income 
taxes, both Federal and _ state, have 
made profound changes in the charac- 
teristics of various investment markets. 
Most of us realize this, but I sometimes 
think that much of our investment dis- 
cussion is really in a sort of vacuum 
and still assumes that we are operating 
in what might be called an area of pure 
investment; namely one where taxes are 
not present. 

For a long time. we have all recog- 
nized that tax-exempt bonds have a 
market of their own which very fre- 
quently acts at variance wi'h other sec- 
tions of the money market. How clearly 
do we realize some of the changes that 
have taken place in other markets? 


Take marketable corporate bonds and 
notes, for example. To a bank trusteed 
pension plan, the net vield on a corpo- 
rate bond is approximately 26 basis 
points higher than to a life insurance 
company and approximately 1.75% 
more than the yield after taxes to a 
fire or casualty company; and of course 
the yield differential to an individual 
depends upon his income tax bracket. 
The result has been ihat in this era of 


IN CALIFORNIA 


comparatively easy mcney, most quoted 
corporate bonds have become com- 
pletely unattractive for most individ- 
uals, for fire and casualty companies; 
and to an increasing extent, they have 
become less attractive to life insurance 
companies. Thus the corporate bond 
market has become less active and less 
significant. Publicly issued corporate 
bonds are no longer the major source 
of new long-term funds. 


Paralleling this change, the direct 
placement of bond issues with institu- 
tions, principally life insurance com- 
panies, has grown by leaps and bounds, 
as you all know. Only a few of the 
larger trust funds or pension plans are 
equipped to handle this type of trans- 
action; and, anyhow, comparatively few 
of the trust accounts of banks would 
find the direct placement suitable. 


The income tax has also greatly al- 
tered the comparative importance of 
interest rates to corporate borrowers, 
and consequently has altered the 
methods by which individual bonds 
should be analized. One of the import- 
ant criteria for bonds used to be the 
number of times its interest require- 
ments were earned. Under modern 
practices of regular bond sinking funds, 
particularly for industrial issues, it is 
rare that interest alone represents the 
importance of the annual debt burden. 
Under a 52 per cent corporate income 
tax where interest is a deductible ex- 
pense but debt amortization is not, it 
takes approximately $2 of earnings be- 
fore taxes to pay off $1 of principal, 
whereas it takes only $1 of pre-tax earn- 
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use our Specialized Trust Services for Corporate 
Fiduciaries and Others Outside California 


—Ancillary administration for Non-Residents’ Estates. 


Fees as per statute. 


—Holding title to, or managing Southern California 


real estate for non-residents for ultimate inclusion 
in domiciliary estate. Reasonable fees. 


3 —Servicing of real estate loans in Southern California eo 
; for savings banks and life insurance companies. a be 


Reasonable fees. 


—Securing approval of current trust accounting from 


beneficiaries residing in Southern California. No charge. 
TRUST DEPARTMENT 
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629 SOUTH SPRING STREET, LOS ANGELES 54, CALIFORNIA 
COMPLETE TRUST SERVICE FOR INDIVIDUALS AND CORPORATIONS 
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ings to pay $1 of interest. Thus, the pre- 
tax burden of principal payments as 
compared to interest payments is likely 
to be in a ratio of from 2-1 to as high 
as 6-1. Furthermore, in most corporate 
bonds and in most real estate mortgages, 
annual principal payments remain con- 
stant over the life of the loans, whereas 
the interest payments decline as the 
balance of the outstanding debt declines. 


Another interesting example of how 
the income tax is putting various seg- 
ments of the market into individual 
compartments is seen in_ preferred 
stocks. Despite the rise in interest rates 


that took place last year, preferred 
stock prices remained steady to strong. 
To institutions like fire and casualty 
companies, preferred stocks have be- 
come very attractive because of their 
comparatively high returns after taxes. 
In fact, to such institutions high grade 
preferreds yield approximately 2% 
more after taxes than high grade bonds. 
In considering reinvestment of common 
stock money, are preferred stocks at 
their relatively high prices, because of 
their special attraction to certain types 
of investors, as attractive for your uses 
as would appear on the surface? 
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Growing Scarcity Value of Stocks 


There may be another reason why 
you may hesitate in putting into effect 
a program of reducing common stock 
holdings. Some of you, I am sure, must 
be giving serious consideration as to 
how easy it might be to replace any 
sales you might make. Most of you 
deal in large funds and _ substantial 
blocks of individual stocks. By the very 
nature of your fiduciary position, you 
must stick principally to the stocks of 
strong well managed companies with 
established records of earnings and 
dividends. You, like most other finan- 
cial institutions, necessarily concentrate 
your stock holdings in a relatively small 
number of large and well known com- 
panies. 


We do not yet know nearly as much 
as we would like about the ownership 
characteristics of common stocks. The 
increasing concentration of ownership 
by financial institutons in the so-called 
“blue chips” is no longer a matter of 
mere academic interest. How much this 
concentration may _ have _ influenced 
prices and how much it may affect 
prices in the future cannot be demon- 
strated. We do know. however. from 
recent studies by the New York Stock 
Exchange that the proportion of insti- 
tutional volume on the New York Stock 
Exchange has been steadily rising. In 
a sample period in June of last year. 
institutional ‘transactions on the New 
York Stock Exchange amounted to 13% 
of total volume. The percentage of in- 
stitutional participation in transactions 
in the “blue chip” category must have 
been very substantially higher. 

The recent S.E.C. Study of Corporate 
Pension Funds indicated that net pur- 
chase of common stocks in 1954. totaled 
$539-million or more than double the 
figure of only 4 years earlier. In that 
same year, total pension fund. assets 
increased $1.8-billion. The Fulbright 
Committee hearings estimated that in- 
stitutional holdings of equity securities 
amounted to slightly over $66-billion 
at the end of 1954 or approximately 
25% of the total market value of the 
outstanding capital stocks of all Amer- 
ican business corporations. Very clearly. 
the percentage must have been much 
larger in the listed stocks that are typic- 
ally owned by fiduciary institutions. 


Impetus of Variable Annuities 


It seems entirely possible that a new 
impetus to stock holdings by financial 
institutions will be given before too 
long by that new and controversial fi- 
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nancial instrument known as the vari- 
able annuity. Without getting into the 
discussion of whether life insurance 
companies should sell variable annuities 
or some adaptation of the idea, I feel 
as certain as I can be of anything that 
variable annuities are going to be sold 
by some one besides the two companies 
now Offering these contracts. 


If so, there will be a greatly in- 
creased demand for high grade invest- 
ment type common stocks. Arnold La- 
Force, vice president of the Metropoli- 
tan Life Insurance Company, as one 
of his important arguments against life 
insurance participation in variable an- 
nuities asks: “Where is the supply of 
stocks coming from to meet any sus- 
tained selling of variable annuities by 
life insurance companies? He points 
out that severe restrictions will be im- 
posed on the type of common stocks 
that would qualify for purchase by life 
companies. He notes that for the years 
1950-54. inclusive, new money common 
stock sales averaged only slightly more 
than $1-billion per year. This is only 
about double the amount that was pur- 
chased net by pension funds alone last 
vear. If to the present institutional pur- 
chasing of common stocks there should 
be added purchases for variable annui- 
ties, concentrated as they would be in 
a comparatively small number of issues, 
prices might be driven upward beyond 
all reasonable relation to intrinsic 
values. 


It seems to me, therefore, that insti- 
tutions such as yours and mine which 
already have a substantial position in 
investment type common stocks should 
think twice before reducing our hold- 
ings merely in order to take advantage 
of possible adverse but temporary de- 
velopments in stock prices. Maybe the 
good stocks which we own are nearer 
to museum pieces than we realize. 


I have tried to do a little guessing as 
to why I thought you probably would 
not do very much to adjust your ac- 
counts to a possible decline in general 
business and the stock market. I tried 
to point out that the capital gains tax 
Places very heavy odds against selling 
even before you start. I have suggested 
that the incidence of income taxes has 
tended to compartmentalize the securi- 
ties markets and has reduced to an im- 
portant degree the areas you could turn 
to in lieu of the common stocks you 
already own. I have intimated that 
stocks in the more seasoned and strong 
corporations may well attain a scarcity 
value if they have not done so already. 
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I would like to suggest, however, that 
perhaps there is something you can do 
in translating your ideas about the in- 
vestment outlook into specific action. 
To the best of my knowledge, most 
efforts to change the capital gains tax 
have been buttressed only by broad 
general arguments with little or no 
factual and demonstrable backing. We 
really know in a statistical sense very 
much too little about what the capital 
gains tax is doing to the investment 
market and to the economy as a whole. 
Might it not be a worthwhile field for 
a scientific and thorough investigation 


by competent and disinterested experts? 
Might it not be the type of project 
which trust companies and other insti- 
tutional investors could profitably fi- 
nance? If, as many of us believe but 
cannot prove, the capital gains tax tends 
to lock up securities in the hands of 
present owners and thus to decrease the 
fluidity of the capital markets, shouldn’t 
we do everything we can to persuade 
Congress to change the law? Perhaps 
through such a program, intelligently 
and persistently pursued, we could do 
more for the customers we serve than 
we can accomplish in any other way. 
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Panel on Investments at Mid-Winter Trust Conference. 


HE FORMULA FOR OVERFLOW ATTEN- 

dance at a trust conference session? 
Just schedule a smart quartet of invest- 
ment officers with a competent modera- 
tor to discuss stock investment, the out- 
look for business and the markets — 
and that is exactly what occurred as the 
final item on the Tuesday afternoon pro- 
gram of the A.B.A. Mid-Winter Trust 
Conference last month. E. T. Bartlett, 
vice president of Cleveland Trust Co. 
and chairman of the Trust Division 
Committee on Trust Investments, acted 
as ringmaster for the hour-long. fast- 
paced session with panelists Ragnar D. 
Naess of the New York investment advis- 
ory firm of Naess and Thomas, William 
C. Norby, vice president of Harris Trust 
and Savings Bank of Chicago, Michael 
Pescatello, vice president of the First 
National City Bank of New York and 
Louis J. Rice, Jr., vice president of the 
First National Trust and Savings Bank 
of San Diego. 


It will be recalled that Mr. Naess, who 
was also a member of the previous year’s 
panel, took a rather more optimistic 
view of 1955 prospects marketwise than 
did his confreres. Reviewing his specific 
recommendations, he had a high ratio 
of hits in picking growth stocks, hence 
his rather tempered enthusiasm for the 
present general market level as “on the 
high side” commands attention. How- 
ever, no feeling of impending doom or 
catastrophic shrinkage in stock values 
rules anywhere among the panelists but, 
considering the very substantial price 
progress registered during 1955 by the 
averages, normal trustee caution has 
been notched up at least several degrees. 


In investing a hypothetical new all- 
cash fund, Mr. Rice voted for 35% 
bonds, 15% preferred stocks with sink- 
ing fund provisions and 50% equities 
for a personal account, with Mr. Norby 
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reducing the last category to around 
40%. In a profit-sharing fund. giving 
weight. to the salient factors, the same 
common stock ratio could rule and in a 
common trust fund perhaps a more con- 
servative 30%. Mr. Naess settled for 
40% approximately. In the matter of 
full commitment or reserving buying 
power, Mr. Pescatello favored a 50-50 
position, Mr. Norby spoke for a buying 
period possibly up to two years, Mr. 
Naess advocated 40% purchases now 
and 10% within a few months, while 
Mr. Rice wanted no part of deferred 
programs because his experience is that 
the Trust Committee often shies from 
sanctioning buying when unsettlement 
and lower prices coexist. 


The principal forces determining port- 
folio composition are the economic 
trend and appraisal of inflationary 
forces but the customer’s personality 
and income requirements also enter. Mr. 
Rice said that his committee usually re- 
views at the year-end and that it has 
revised investment policy three times in 
the last ten years, while Mr. Norby men- 
tioned that his institution’s equity per- 
centage was reduced in spring 1955 to 
around 40%. The preferred growth in- 
dustries were listed as: chemical, life 
insurance, tire and rubber, aircondition- 
ing, paper, natural gas production and 
transportation, electronics and electrical 
equipment, with building materials, farm 
equipments and tobacco returning better 
income with a slower growth rate. Asked 
specifically as to the current position of 
Westinghouse Electric stock, two favored 
buying, one took a sideline position and 
the last preferred purchase when and if 
it recovers 10-15 points from present 
levels, 


Should the trustee cut back on ac- 
counts in which good quality equities 
are over 70% of the total? On this topic, 


Mr. Naess expressed the belief that 1956 
will be a good business year but that to 
continue holding such a position the 
manager is dependent upon the reliabil- 
ity of his conviction. At today’s market 
level and with current dividends, such a 
percentage would be distinctly on the 
high side. Conditions are different from 
two or three years ago and many indi- 
vidual stocks now yield 2-214%. It 
would appear wise to formulate a scale 
program for gradual reduction with a 
supplemental time schedule, if necessary. 
even though no serious danger is in 
sight. 

It was brought out by Mr. Rice that 
the record of popular blue chip stocks of 
ten years ago has not been uniformly 
good. At the same time, he observed 
that the defensive stocks have often 
proven very “defensive” against price 
improvement, too. Chemicals have per- 
formed well, drugs spotty, electric equip- 
ments well, foods spotty (except General 
Foods), some of the metals have been 
uppish, notably Alcoa, Newmont and 
National Lead. Ten New York City 
bank stocks rose 35% in value, with 
dividends up 78% but life 
stocks, such as Aetna, Travelers and 
Hartford rose 958% in the same period. 
The key to superior performance is 
apparently to keep atop the approved 
list with judicious weeding and addition 
of new names. 


insurance 


Appraising the potentials of compa- 
nies in the financial groups, Mr. Naess 
spoke favorably of Lincoln National Life 
and Travelers, also of Continental and 
Fidelity-Phenix, Firemen’s Fund of San 
Francisco and Insurance Co. of North 
America in the fire and casualty fields. 
mentioning that market prices sometimes 
represented only the investment port- 
folio values of the fire companies, thus 
throwing in the balance of the business 
as a bonus. He also mentioned New York 
City bank stocks in a position to prosper 
from branch and trust department 
growth as well as institutions in growth 
areas such as the Southwest, in which 
connection he named the Republic Na- 


tional Bank of Dallas. 


Trustees have for many years depart- 
ed from the strict concept of dollars in 
favor of preservation of buying power 
through equity participation but should 
they attempt to switch investments in 
accordance with the swings of the busi- 
ness cycle? On this point, Mr. Naess 
expressed the opinion that trustees 
could and should do something along 
this line by keeping watch upon stock 
and bond yield curves. When yields de- 
cline, ‘stocks become more vulnerable 
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and it is time to consider cutback. A 
% yield on the D-J industrial average, 
as compared with 6% in 1953, is some- 
thing else again and a return to the lat- 
ter figure is not impossible. 


The panelists, however, agreed unani- 
mously that there was slight chance that 
the spread between AAA bonds and the 
D-J industrial average would be closed 
within the year. The latter would have 
to ascend to the 650-675 area to match 
ruling bond yields and this appears to 
be an unlikely development, although the 
cumulative force of institutional buying 
could bid up stock prices further. 


Trustees have been doing a bit of 
thinking in recent years about the im- 
pact of nuclear energy and how they 
should participate in this area for their 
clients. Mr. Pescatello cited the disap- 
pointments incident to the glamorous 
development of the transport airlines in 
the °30s and admitted the difficulties one 
faces today in this newer field where 
technical details are uncertain, govern- 
ment attitudes not clearly outlined and 
specialized companies of dubious stature 
with dividends either slender or nil. 
Probably the best bet is, in his opinion, 
to buy the leaders such as General Elec- 
tric and Union Carbide and hope to par- 
ticipate with them in developments. 


As always, bonds were not in the lime- 
light but the panel agreed that carefully 
selected quality toll road revenue bonds 
had marked attraction where tax brack- 
ets dictated their use. Construction pro- 
jects should be avoided, in any case, and 
operating results should be carefully 
eyed, with special emphasis upon truck 


tonnage as compared with estimates. Re- 
garding bonds generally, Mr. Pescatello 
remarked that over the past 20 years the 
bond investor had fared happily as re- 
gards the almost total absence of de- 
faults but it should be realized that he 
has taken a licking valuewise. The dollar 
has shrunk one third in the past decade 
while living costs have doubled. 


The concluding “Crystal Ball Spec- 
ial,” in which each panelist named his 
favorite stock candidates for current in- 
vestment, caused the usual flurry of pen 
and pencil activity. These favorites, with 
their approximate prices at February 
7th, appear in the accompanying table. 


Stock Favorites 
Mr. NAESS 


Trane Co. 50 
Hooker Electro 38 
McGraw Electric 48 
Lincoln Nat. Life 450 
Aluminium, Ltd. 102 
Reynolds Metals 49 
Corning Glass 66 
Owens-Corning Fiberglas 98 
El Paso Natural Gas 49 
Republic Natural Gas 32 
Royal Dutch 85 
Johns-Manville 85 
Int. Harvester 38 
Borg Warner 42 
Sinclair 59 
Mr. RICE 
Continental Assurance (Chicago) 185 
Aetna Life - 204 
Connecticut General 490 


Corning Glass 66 
Union Carbide 107 
Int. Bus. Machines 402 
General Electric 7 
International Paper 111 
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Ailooe. a... —_ 86 
Royal Dutch ia ee caene 85 
Superior Oil 1171 
Mr. NORBY 
Hooker Electro : _ 88 
General Foods 90 
General Motors . 44 
General Electric 57 
Alcoa 86 
United States Steel 54 
Texas Co. 121 
Standard Oil Co. (Indiana) 52 
Kimberly Clark 45 
Pittsburgh Plate Glass 79 
Eastman Kodak . 18 
Southern Cal. Edison 51 


Mr. PESCATELLO 
Dow Chemical 58 


Minnesota Min. & Mfg. 112 
International Paper 111 
Aluminium, Ltd. 102 
General Electric 57 
United States Steel 54 


A A A 


Invest-In-America-W eek 


“Invest In America For More And 
Better Jobs” is the theme for Invest-In- 
America Week to be celebrated April 
29-May 5, sponsored by the National 
Invest-In-America Committee in Phila- 
delphia. National chairman is Frederick 
A. Potts, president, Philadelphia Na- 
tional Bank. 
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YOU come FIRST 


FIRST and MERCHANTS 
National Bank has become 


Virginia’s oldest and largest 
bank because it consistently 


put its customers’ interests 
FIRST. 


For real estate transactions, 
investment advice, handling 
securities, or any type of trust 
or banking service, at home or 
abroad, put our alert, experi- 
enced staff to work for you or 
your customers. 


First MERCHANTS 


NATIONAL BANK OF RICHMOND 


Member Federal Deposit Insurance Corp. 
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EASING PROBLEMS OF STOCK TRANSFER 


Use of Nominees and Relaxation of Statutory Restrictions Urged 


Vice President, Chase Manhattan Bank, New 


_ COURTS OF THIS COUNTRY, AT 
an early date, developed the theory 
that a corporation, in effecting trans- 
fer of stock on its books, acts in a 
fiduciary capacity and must protect 
equitable interests in the stock. The 
duty of the corporation and its transfer 
agent, they said, is to exercise due care 
to determine that the transfer does not 
constitute a breach of trust by the 
fiduciary holding legal title. What con- 
stitutes due care is sometimes difficult 
to determine and in that twilight zone 
between due care and suspicious watch- 
fulness the transfer agent may some- 
times impose requirements which to 
some fiduciaries seem unreasonable and 
unduly burdensome. The transfer agent’s 
greatest dilemma is in trying to exer- 
cise due care for the protection of its 
principal and still avoid the stigma of 
suspicious watchfulness. 


The law makers in many states ap- 
parently do not trust fiduciaries. By 
statute they require court approval for 
many acts by fiduciaries and the higher 
courts hold corporations liable for par- 
ticipating in breaches of trust. No trans- 
fe ragent, especially in its agency capaci- 
ty, should be asked to assume possible 
liability by going along with a fiduciary 
in what may be a breach of trust. 

Do not blame the transfer agent for 
requiring evidence that the provisions 
of applicable statutes have been met. I 
suggest that you consult your law mak- 
ers with an idea of amending trouble- 
some statutes. 


Primary Liability 

Often the advocates of simplified stock 
transfers point to the Uniform Fiduci- 
aries Act and similar statutes and, in 
effect, say the transfer agent should put 
on a blind bridle and ride rough shod 
over possible rights of widows and chil- 
dren. No bank wants to be associated 
with a breach of trust, whether or not 
it can be held liable. There is small 
moral comfort in defending an action 
on the grounds that although a wrong 
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has been done and loss suffered you are 
not liable because the wronged person 
cannot show that you had actual knowl- 
edge of a breach of trust; this, although 
a reasonable inquiry would have caught 
the breach of trust in the first instance. 


It is often argued that the fiduciary 
is primarily liable and that the transfer 
agent need not make a detailed inquiry. 
However, it must not be forgotten that 
the courts are accustomed to thinking in 
terms of a high standard of care on the 
part of a corporation and its transfer 
agent. With a long line of well reasoned 
cases as precedents, it cannot be ex- 
pected that the pattern of judicial think- 
ing will change overnight and corpora- 
tions and their transfer agents be ab- 
solved under the Uniform Fiduciaries 
Act or similar statutes. 


Even if it is conceded that there is 
no legal liability on the part of the 
transfer agent or the corporation, if 
someone else is liable, the corporation 
may be made a party to an action to 
recover. As transfer agents, we feel a 
moral duty to keep the corporations we 
represent free from any possible liti- 
gation and unfavorable publicity. 


Notice and Knowledge 


The Uniform Fiduciaries Act and oth- 
er exemption statutes provide that the 
transfer agent is not bound to inquire 
whether the fiduciary is committing a 
breach of trust and is liable only when 
transfer is made with actual knowledge 
that the fiduciary is committing a breach 
of trust, or with knowledge of such 
facts that the action in registering the 
transfer amounts to bad faith. I do not 
intend to convey the idea that transfer 
agents rely on these Acts in all cases, 
but these statutes do reflect, to some 
extent, the thinking of transfer agents 
and, in many instances, the work of 
the transfer agent and the fiduciary can 
be reduced considerably by furnishing 
the transfer agent with such information 
as is essential to the transfer. 


Perhaps the statutes imposing burden- 





York 


some restrictions on a fiduciary could 
be amended or repealed through pres- 
sure on local law makers so that court 
approval is not required every time the 
fiduciary turns around. A transfer agent 
does not require a certified copy of an 
order of court authorizing the sale of 
stock submitted to it for transfer to a 
broker if such an order is not required 
by the laws of the State where the fidu- 
ciary is acting. Neither does a transfer 
agent require a certified copy of a decree 
of distribution in support of a distribu- 
tion of stock if such is not required by 
local laws. 


Nominee Statutes 


A number of states have adopted 
nominee statutes, and in those states a 
corporate fiduciary can often avoid 
many transfer problems by effecting 
transfer to its nominee as soon as pos- 
sible. In this connection, the Uniform 
Fiduciaries Act or a similar statute, if 
applicable, may add an element of pro- 
tection to the corporation and its trans- 
fer agent. 


One can readily see that, even though 
the applicability of the exemption statute 
is resolved, the major fear confronting 
the transfer agent is that there is a pos- 
sible imputation to it of knowledge of 
a proposed transfer by the fiduciary in 
breach of its obligation. The knowledge 
which the transfer agent received from 
documents in its files and through the 
handling of other transactions might be 
said to be constructive knowledge of a 
fiduciary obligation for purposes of a 
later transaction in which supporting 
documents are not required. A question 
is then presented as to whether this 
type of knowledge constitutes such notice 
of a fiduciary obligation that a transfer, 
in disregard of it would constitute bad 
faith as defined by the statute, or 
whether this type of knowledge would 
fall within the actual knowledge category 
of the statute. 


Under the authority granted by the 
spreading nominee statutes, many banks 
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have in the past decade adopted a prac- 
tice of registering, in the name of a 
nominee, all stock held by the bank in 
a fiduciary capacity. Partly because of 
this practice and partly in reliance upon 
the Uniform Fiduciaries Act, several 
large banks and trust companies in New 
York City, acting as transfer agents, 
have adopted a practice of effecting 
transfer to a bank’s nominee without 
requiring many of the usual supporting 
documents to show that there is no 
prohibition against the use of a nominee. 


Some transfer agents will effect such 
a transfer of stock, registered in the 
name of a bank as fiduciary, in reliance 
upon a satisfactory assignment and a 
certification by the fiduciary requesting 
that the transfer be made without fur- 
nishing supporting documents warrant- 
ing the propriety of the transfer, and 
agreeing that if the Uniform Fiduciaries 
Act does not afford protection, the fidu- 
ciary bank will fully indemnify and hold 
harmless the corporation or its transfer 
agent for any loss or cost which either 
may suffer by reason of effecting the re- 
quested transfer. If the stock is regis- 
tered in the name of a decedent and 
the local statute, applicable to the fidu- 
ciary, authorizes a bank to use a nom- 
inee, some transfer agents will effect 
transfer to the bank’s nominee without 
examining a certified copy of the will of 
the decedent. 

It does not seem likely that a large 
number of states will adopt statutes au- 
thorizing all individual fiduciaries acting 
alone to use nominees. It 
noted, however, that most nominee 
statutes are construed to authorized the 
use of a nominee where an individual 
is acting with a bank, and a_ person 
planning a trust or preparing a will can 
take advantage of the nominee statute 
by designating a bank as one of the 
fiduciaries. 


should be 


In many instances an individual fidu- 


ciary finds it necessary to use a bank 
for the safe keeping of securities, but 
outside of a few states, such as Massa- 
chusetts, New York, Pennsylvania, and 
Wisconsin, he has no statutory authority 
to use the bank’s nominee in such case. 


Conflict of Laws 


A major obstacle facing transfer 
agents in establishing uniform and 
simple requirements is conflicting and 
inconsistent state law. A transfer agent 
must, under the limited scope of its ap- 
pointment, protect the corporation under 
the laws of the state of incorporation, 
the state where the fiduciary is acting, 
and the state where the shares have a 
situs. 


The question of the situs of corporate 
stock for the purpose of administration 
often plagues transfer agents as well as 
fiduciaries. Some authorities hold thai 
the situs of corporate stock, for the pur- 
pose of administration, is either the 
domicile of the registered holder or the 
state of incorporation of the corporation 
and not another state where the cer- 
tificate is kept. Another school holds that 
the location of the certificate determines 
the situs. With fiduciaries in separate 
states fighting for the right to adminis- 
ter the corporate assets of an estate and 
taxing authorities claiming the right to 
collect inheritance or estate taxes, the 
transfer agent’s position in the middle 
is often a difficult one. 


In determining whether a tax waiver 
is required, the transfer agent must 
obtain an affidavit showing the domicile 
of the registered holder. It may then 
be necessary to require waivers from 
several states. Some state taxing authori- 
ties have ruled that waivers are required 
although such a waiver is not expressly 
required by the terms of the statute and 
the corporation does not do business in 
the state. 
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in Washington State... 


Trust Department 
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Trust Departments in the 
Pacific Northwest. 


2nd Avenue at Spring St. Seattle 


Effect of Stock 
Transfer Taxes 


In requesting transfer a_ fiduciary 
often imposes on the transfer agent a 
duty to inquire as to the nature of the 
transfer by affixing both a stock transfer 
tax exemption certification on the assign- 
ment on the stock certificate and by the 
payment of stock transfer taxes at the no 
sale rate. Such procedure would indicate 
that a short-cut transfer is involved, 
and, if such is the case, the usual docu- 
ments should be submitted to support 
the intermediate transfer. 


If tax is paid at the sale rate and a 
certification as to the sale price is 
submitted, no questions should be asked 
if the fiduciary has power of sale. On 
the other hand, if it is certified that no 
sale is involved, the transfer agent is 
put on notice that the proposed transfer 
is a gift or distribution or some other 
type of transfer. Thus, effecting transfer 
on a sale basis is barred and some other 
theory must be found to justify the 
transfer. 


Particular Kinds of Transfer 
Because of changes in statutes, regu- 
lations, and rulings it is often necessary 


to amend pension and profit sharing 
trust instruments from time to time. In 


Do You Want Help 
About 


FLORIDA? 


Banks in all parts of the coun- 
try can rely on The First Na- 
tional Bank of Miami for full 
cooperation — in solving the 
estate and trust problems of 
customers having—or contem- 
plating — Florida residence. 


Your inquiry is invited. 


TRUST DEPARTMENT 


The 


First National Bank 
of MIAMI 


Miami’s Oldest. . . Florida’s Largest 








some instances the trustee is required 
to obtain the approval of a committee 
before selling trust assets. A great deal 
of paper work can be avoided by the use 
of a nominee, if authorized by the trust 
instrument or by statute. 


In many instances the amendments 
are numerous and for convenience they 
are consolidated with the original into 
one instrument and a copy of the con- 
solidated instrument submitted to sup- 
port a transfer. This is a departure from 
the ancient doctrine that the transfer 
agent should be furnished with a 
guaranteed copy of the original trust in- 
strument and guaranteed copies of all 
amendments thereto. In some instances 
only an excerpt is submitted. 


A further type of transfer which often 
annoys corporate fiduciaries is the dis- 
tribution of stock held by a family hold- 
ing corporation. In many cases the cor- 
poration is dissolved after the death of 
the majority shareholder and a large 
block of stock is distributed to his 
executor. If the transfer agent is put on 
notice that the corporation is being dis- 
solved it may require a certificate of 
dissolution, a resolution by the board 
of directors authorizing dissolution, and 
an affidavit showing that all debts. 
taxes, and claims against the corporation 
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have been paid or provided for, and that 
distribution is being made in accordance 
with the rights and preferences of share- 
holders. On the other hand, if the trans- 
fer agent is furnished with a certified 
copy of a specific resolution of the board 
of directors authorizing and directing 
transfer of a designated number of 
shares to named transferees and there 
is no reference to the dissolution or the 
nature of the transfer in the resolution 
or the correspondence, the transfer agent 
should not raise the question of dissolu- 
tion. 


An example of how laws are con- 
strued, stretched, and guessed at is the 
Gifts of Securities to Minors Act which 
has been adopted in several states and 
is being considered in others. What I 
am about to say illustrates that all laws 
are not always carefully read and 
meticulously followed. Under the Act a 
person may give corporate stock to a 
minor and name a member of the 
minor’s family as custodian. I have been 
told that, since the Act has been in 
effect, transfer agents have been re- 
quested to effect transfer from a trust 
or an estate to a custodian, from the 
names of the minor and another as 
joint tenants to a custodian, and to 
two persons as joint tenants as custo- 
dians. Those are only a few. Of course. 
under this Act a corporation cannot act 
as custodian, but it would be well to 
remember that the Act is limited to 
gifts. 


Association’s Goal 
The New York Stock Transfer As- 


sociation has worked consistently in 
the 40 years of its existence toward 
establishing uniform and reasonable re- 
quirements and has tried to discourage 
technical requirements that have no 
sound basis and add little in the way 
of protection. The functions of the As- 
sociation are advisory and educational 
and it has no power to bind its ap- 


proximately 250 members who repre- 
sent banks and trust companies and com- 
panies engaged in transfer work in the 
United States and Canada. Substantially 
all securities listed on the major Ex- 
changes in this country and Canada 
are transferred by members of the As- 
sociation. 


The Association acts as a medium for 
the expression of the judgment of its 
members and the representation of the 
interest of corporations and associations 
and the holders of their securities before 
Stock Exchanges, legislatures, govern- 
ment authorities, and the public. It co- 
operates with other interested groups 
and committees, such as the American 
Bar Association’s Committee on Sim- 
plification of Security Transfers by 
Fiduciaries headed by Prof. Alfred F. 
Conard, Chairman, and assisted by 
Francis T. Christy, author of “The 
Transfer of Stock”, and the Fiduciary 
Legislation Committee of the Trust Di- 
vision of the American Bankers Associa- 
tion. 


We believe a solid foundation has 
been laid for further uniformity of prac- 
tice and requirements within the bounds 
of safety and convenience both for the 
corporations and the holders of their 
securities. 

A A A 
BANK FIDUCIARY FUND RENAMES BUEK 


Shareholders of the Bank Fiduciary 
Fund — set up as a commingled invest- 
ment medium for trust accounts of banks 
in New York State which do not them- 
selves operate common trust funds — 
held its first annual meeting on February 
6, and re-elected as president Charles W. 
Buek, vice president of United States 
Trust Co., New York, and as secretary- 
treasurer, Charles E. G. Lloyd, secretary 
of the New York State Bankers Associa- 
tion. Elected as vice presidents of the 
Fund for the ensuing year were Robert 
A. Jones, vice president, Guaranty Trust 
Co., New York, and John G. White, vice 
president, Security Trust Co., Rochester. 
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TRUST PERSONNEL CHANGES 


Los Angeles 
CITIZENS NATIONAL 
TRUST & SAVINGS 
BANK 


Los Angeles 
FARMERS & 
MERCHANTS 
NATIONAL BANK 


San Diego 
SECURITY TRUST 
& SAVINGS BANK 


San Francisco 
CROCKER-ANGLO 
NATIONAL BANK 


CALIFORNIA 


F. J. Thieme, Jr., and E. M. Peterson 
advanced to vice president and trust 
officer, Thieme heading the trust in- 
vestment division and Peterson the 
real estate division of the trust de- 
partment. 


Warren G. Pressnall’s title changed 
from asst. trust officer to assistant 
cashier; Robert McCurdy and Her- 
bert Ostling made asst. trust officers. 


Lysle W. Kimsey appointed a trust 
officer. 


Top executives in the trust depart- 
ment of the merged bank (see p. 156 
Feb. T&E for general management) 
are as follows: Officer in charge of 


Trust Department: Laurence Tharp, vice president and 
manager; Charge of (Trust) Investments: Herbert B. Drake, 
vice president and Arthur Merkt, vice president; Charge of 
(Trust) New Business: Philip S. Dalton, asst. vice president, 
and Kenneth C. Pfarrer, trust officer; Charge of Pensions: 
H. Keith Frazier, asst. trust officer, and Barth L. Ottoboni, 
trust officer; Charge of Corporate Trusts: James A. Keeley, 
asst. trust officer and asst. secretary, and Barth L. Otto- 
boni; Charge of Bank Portfolio: Paul B. Kelly, first vice 


president. 


Denver 
GUARANTY BANK 
& TRUST Co. 


Wilmington 
FARMERS BANK 
OF THE STATE 
OF DELAWARE 


Fort Lauderdale 
FIRST 
NATIONAL BANK 


COLORADO 

W. G. McMahan, formerly of AMERI- 
CAN NATIONAL BANK, is now vice 
president and cashier of the Guar- 
anty. 


DELAWARE 


Lee Charles Tashjian appointed asst. 
trust officer. 


FLORIDA 


Marilynn Eidsmoe promoted to as- 
sistant trust officer. A graduate of 
Grinnell College, Iowa, Miss Eidsmoe 
joined the trust department in 1953, 


specializing in corporate trust procedures. She was formerly 
with Trans-World Airways and served overseas with the 
American Red Cross in Korea and The Philippines. 


St. Petersburg 
FIRST 
NATIONAL BANK 


Chicago 
LAKE VIEW TRUST 
& SAVINGS BANK 


F. J. THIEME, JR. 
Les Angeles 


Robert A. McPheeters, vice president 
and trust officer, elected also a direc- 
tor. 


ILLINOIS 


E. E. Burge was named trust officer, 
replacing the late W. C. Periolat. 


3 = Ea 
MARILYNN EIDSMOE 
Fort Lauderdale, Fla. 


E. M. PETERSON 
Los Angeles 


Chicago 
MUTUAL 
NATIONAL BANK 


Mattoon 
NATIONAL BANK 
OF MATTOON 


Charles Schillo, trust officer, was 
named vice president; and W. Mary 
Maze, asst. trust officer. 


J. P. Morrison promoted to trust offi- 
cer, succeeding E. C. Bauer who re- 
mains cashier. Due to the rapid growth 
in both the commercial and trust de- 


partments of the bank it was necessary to separate the 
offices of cashier and trust officer. 


Columbus 
IRWIN UNION 


BANK & TRUST Co. 


Louisville 
CITIZENS FIDELITY 


BANK & TRUST Co. 


Louisville 
LIBERTY 
NATIONAL BANK 


Louisville 
KENTUCKY 
TRUST Co. 


INDIANA 


Donald W. Jurgemeyer advanced to 
vice president and trust officer, and 
Robert R. Webster to asst. trust offi- 
cer. 


KENTUCKY 


Wallace G. Mathis, asst. trust officer, 
advanced to trust officer; H. Clifford 
Churchill named assistant secretary in 
the trust department. 

H. M. Higgins advanced from asst. 
trust officer to trust officer, 


Neville Blakemore and Joseph R. 
Gathright, trust officers, promoted to 
vice president and trust officer; Ever- 
ett E. Ballard and William E. Wilson, 


III, to assistant secretaries in trust administration. 


Boston 
NEW ENGLAND 
TRustT Co. 


MASSACHUSETTS 


Mrs. Pauline B. Edgecomb appointed 
a trust officer. Associated with the tax 
department since 1940, she is chair- 
man of the Northern New England 


Group of the National Association of Bank Women. 


Cambridge 
HARVARD 
TRUST Co. 


Saginaw 
SECOND 
NATIONAL BANK 


Omaha 
UNITED STATES 
NATIONAL BANK 


ceived degrees from 


Jersey City 
TRUST COMPANY 
oF NEW JERSEY 


Ree: ae 
NEVILLE BLA*IEMORE 
Louisville 


JOSEPH R. GATHRIGHT 


Ernest F. Tillson, former trust offi- 
cer, became vice president and trust 
officer. 


MICHIGAN 


Clement P. Quinn and Harold M. 
Karls promoted to asst. vice president 
and trust officer. 
NEBRASKA 

Casper Y. Offutt, who has been vice 
president and trust officer, was named 
senior vice president and trust officer. 
With the bank since 1940, Offutt re- 


Yale and.Harvard Law School. 


NEW JERSEY 


James J. Hogger promoted to trust 
officer; Helen A. Sunder received the 
title of asst. secretary in addition to 


RALPH J. PEMPEL 


Louisville New York 
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BRIAN P. LEEB 
New York 


ALEX H. ARDREY 
New York 


S. SLOAN COLT 
New York 


her present title of assistant trust officer and assistant 


treasurer. 
NEW YORK 


New York 
BANKERS 
TRUST Co. 


The following changes in management 
were announced: S. Sloan Colt, presi- 
dent, was elected chairman of the 
board and continues as chief executive 
oficer of the bank; E. Chester Gersten, executive vice presi- 
dent, elected vice chairman of the board; Francis S. Baer, 
executive vice president, elected chairman of the executive 
committee; Alex H. Ardrey, executive vice president, elected 
prsident and will become chief administrative officer; William 
H. Moore, vice president, elected executive vice president and 
became a member of the board and of the executive com- 
mittee; Brian P. Leeb, vice president in charge of the pension 
and personal trust department, and J. P. Dreibelbis, vice 
president in charge of the banking department, were elected 
senior vice presidents and members of the board of directors. 


New York Ralph J. Pempel appointed vice presi- 


CHASE dent in the trust department; Wheeler 
MANHATTAN BANK T. Dell, personal trust officer. 

New York James W. Toren appointed asst. vice 
City BANK president, and will be with the invest- 
FARMERS TRUST Co. ment group of the pension trust divi- 

sion. 

New York Franklin P. Johnson named a vice 


MANUFACTURERS president and member of the officers 
TRUST Co. personal trust committee. He will con- 
tinue to direct his efforts to special 

institutional services, including investment advisory rela- 


tionships with endowment funds and the mutual savngs 
banks in New York State. He will also undertake certain 
research assignments in the pension trust investment field. 


NORTH CAROLINA 


Charlotte, High Point R. Vincent Spracklin, trust officer, 
& Winston-Salem transferred from Winston-Salem to 
WACHOVIA BANK become head of the trust department 
& Trust Co. of High Point office, succeeding J. P. 
Bolt, vice president and trust officer, 


AQ 
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F. P. JOHNSON Wo. G. STOLL 


JAMES W. TOREN 


New York New York Cleveland 
who retired. W. Robert Pistole, asst. secretary and asst. 


trust officer in Charlotte, transferred to Winston-Salem. 


OHIO 


Joseph C. Sommer elected president 
and trust officer. 


Canton 
CANTON 
NATIONAL BANK 
William G. Stoll, formerly a trust offi- 
cer, elected a vice president. J. How- 
ard Fangboner appointed trust officer. 
Stoll joined Central National after 
graduating from Wooster College in 1926. For the past 20 
years he specialized in the personal trust division. Fang- 
boner has been an administrative assistant in that division 
since 1948. 
Columbus 
HUNTINGTON 
NATIONAL BANK 


Cleveland 
CENTRAL 
NATIONAL BANK 


Arthur D. Herrmann elected trust 
officer; Winfield H. Bush and Lloyd 
E. Fisher, Jr., asst. trust officers. 
Allen J. Martin is a newly named 
trust officer. 


Dayton 
THIRD NATIONAL 
BANK & Trust Co. 


PENNSYLVANIA 


John M. Cookenbach became vice 
president in the trust department. Up- 
on graduation from Swarthmore Col- 
lege in 1931, Cookenbach joined Penn- 
sylvania Company, was appointed 
trust operations officer in 1948, and in 1953 advanced to 
asst. vice president. 


Philadelphia 
First PENNA. 
BANKING & 
TRUST Co. 


Also in the trust department promotions were: R. W. 
Mellvaine, trust officer to asst. vice president; William B. 
Morgan II, asst. trust investment officer to trust investment 
officer; and E. Richard Stewart, trust officer to asst. vice 
president. Newly appointed were: Robert P. Haley, John M. 
Karnick and William M. Krayer, asst. trust officers; 
Landreth T. Murray, tax officer; James E. Osmun, asst. trust 
investment officer, and Lewis H. Riggles, tax officer. 
Philadelphia J. Malcolm Johnston, 

GIRARD TRUST CORN president and former 

EXCHANGE BANK 


senior vice 
head of the 
trust department, elected to the board 
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JOHN M. CoOKENBACH 


J. MALCOLM JOHNSTON T. J. MORONEY 
Philadelphia 


Philadelphia Dallas 


of directors. Starting as a cleark in the treasurer’s de- 
partment in 1916, he was placed in charge of the banking 
department and made senior vice president in 1948. Since 
the merger in 1951, Johnston has been in charge of all of 
the bank’s operations. 


TENNESSEE 


P. W. Ingalls appointed vice president 
and trust officer having recently re- 
signed as trust officer of SECURITY 
NATIONAL BANK, Greensboro, North Carolina. 


Chattanooga 
PIONEER BANK 


TEXAS 


R. J. MacBean and T. J. Moroney 
elected vice presidents and_ senior 
trust officers. MacBean joined the staff 
of a predecessor bank in 1924, and 
was educated at the Royal Academy, Inverness, Scotland. 
Moroney became affiliated with Republic in 1929, was edu- 
cated at Georgetown U., served as a commissioned officer in 
both World Wars and is a colonel in the Infantry Reserve 
(retired). He has served as chairman of the trust section, 
Texas Bankers Association, and as a member of the executive 
committee of the trust division of American Bankers Asso- 
ciation. 


Dallas 
REPUBLIC 
NATIONAL BANK 


Houston 
NATIONAL BANK 
OF COMMERCE 


Allyn W. Robbins and O. E. Boulet 
made vice presidents and trust officers. 


VIRGINIA 


Junius R. Fishburne, vice president 
and trust officer, elected a director; 
and Paul C. Smith an asst. trust 
officer. 


Charlottesville 
PEOPLES 
NATIONAL BANK 


Richmond 
BANK OF 
VIRGINIA 


Reginald C. Short elected vice presi- 
dent and trust officer, having resigned 
recently as vice president of FIDELITY 
Trust Co. of Pittsburgh, Butler office. 


WASHINGTON 


John M. Harding appointed asst. vice 
president and trust officer; Joseph C. 
McMurray a trust officer. Harding is 
the immediate past president of the 
Seattle Association of Trust Offiers, a 
graduate of the Trust Division of the Pacific Coast School 
of Banking, and holds a law degree from Yale U. 


Seattle 
SEATTLE TRUST 
& SAVINGS BANK 


PAUL BURKHOLZ H. S. FRENCH 


REGINA TIMMER 


Milwaukee 


Milwaukee Milwaukee 
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(ay | 
R. J. MACBEAN 
Dallas 


Spokane 
OLD NATIONAL 
BANK 


Tacoma 
NATIONAL BANK 
OF WASHINGTON 


asst. trust officer. 


Huntington 


O. E. BOULET 
Houston 


A. W. ROBBINS 
Houston 


DeWitt E. Wallace elected president 
succeeding A. E. Reid, who retired. 


Orville E. Shoemaker advanced to 
asst. vice president and trust officer; 
B. W. Marley to asst. cashier and 
asst. trust officer; John H. Hewitt to 


WEST VIRGINIA 


Robert O. Ellis, Jr., promoted to vice 


HUNTINGTON TRUST president and trust officer. 


& SAVINGS BANK 
Wheeling 


WHEELING DOLLAR 
SAVINGS & TRUST Co. 


Madison 
BANK OF 
MADISON 


Madison 
FIRST 
NATIONAL BANK 


Milwaukee 
FIRST WISCONSIN 
TRUST Co. 


Milwaukee 
MARINE NATIONAL 
EXCHANGE BANK 


Milwaukee 
MARSHALL & 
ILSLEY 


Ripon 
FIRST 
NATIONAL BANK 


Sheridan 
BANK OF 
COMMERCE 


Montreal & Toronto 
MONTREAL 
TRUST Co. 


R. C. Hazlett named vice president 
in charge of trusts, and J. L. Medick 
a trust officer. 


WISCONSIN 


Arthur R. Jones, trust officer, elected 
vice president; James M. Warner, 
asst. trust officer. 


E. P. Smith appointed asst. vice presi- 
dent and trust officer; R. L. Carle and 
Thomas R. Hefty, Jr., named asst. 
cashiers and trust officers. 


Harold G. Wines elected a vice presi- 
dent, advancing from trust officer and 
assistant secretary where he special- 
ized in taxes since 1951. 


Regina Timmer and Paul J. Burkholz, 
Jr., advanced to asst. vice president 
and trust officer; William O’Connor to 
asst. secretary. 


H. S. French promoted to vice presi- 
dent and asst. trust officer. He joined 
the bank as bond analyst in 1938, after 
graduation from Dartmouth. 


Robert A. Gehrke named asst. cashier 
and trust officer. 


WYOMING 


John F. Brooker elected president suc- 
ceeding the late Guy Sturgeon. 
Brooker was formerly vice president 
and trust officer. 


CANADA 


C. William Fraser, assistant manager 
at Toronto, appointed manager of the 
corporate trust division at the 
Montreal head office. Succeeding him 


at Toronto is Douglas B. Macklaier, formerly trust officer 
of the pension division at Montreal. New trust officers ap- 
pointed in the pension division are E. Arthur Payne, George 
Stephen and Jules M. Decarie. 
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New Houston Bank & Trust Co. building which held its formal 
opening February 14th. Present foundation will sustain a contem- 
plated additional nine stories, and a six-level garage is likewise 
planned. Escalators provide access to the executive and trust offices 
on the second floor. Basement area houses customer storage vault 
facilities, a 3,000-box safe deposit vault, securities custody depart- 
ment, central information files, printing department, stationery 


storage area, records storage vault, lounge and coffee bar. 


HOOOSOOSOOOOOOOOOOOOOOOCOOOOOOCOO 


TRUST : 
/ EMPLOYMENT EXCHANGE % 


Ri J 
S IOIOODODDODODDD DDD 


Address correspondence to Trusts 
and Estates, 50 E. 42nd St., New 
York 17, attention Employment Ex- 
change, with code number. 


Southwestern bank seeks trust solicitor 
35 to 40. See ad H-512-1 

Trust executive with 25 years of di- 
versified experience desires to relocate. 
See ad S-63-1 

Bank in Southern Florida is looking 
for man experienced in trust operations. 
63-2 

Eastern Pennsylvania bank with grow- 
ing trust department has opportunity for 
young man in trust new business devel- 
opment and estate planning. 63-3 





UNUSUAL OPPORTUNITY 
FOR TRUST EXECUTIVE 


Rapidly growing 100 plus million dollar 
Chicago bank has a top vice presidential 
opening for a qualified trust executive. 
He should have the requisite experience 
in trust department administrative opera- 
tions and business development. Write 
fully giving resume of experience, salary 
expected, etc. All replies confidential. 


Box H-63-5, Trusts and Estates 
50 East 42nd St., New York 17 








TRUST EXECUTIVE 
9 


«0 years experience all phases trust-estate 
administration and investments; recently 
organized modern Trust Department in 
southwest. Desires permanent relocation 
New York-New Jersey area. Age 53, excel- 
lent }ealth. 


Box S-63-1 Trusts and Estates 
50 East 42nd St., New York 17 








Trust department in Southwest seeks 
man under 40 in solicitation or manage- 
ment of employees trusts, preferably with 
corporate trust experience. 63-4 


Chicago bank has top opening in trust 
department for qualified executive. 63-5 


Trustman between 35-50 is wanted to 
develop small but growing trust depart- 
ment in fine residential section of Ari- 
zona; must be familiar with producing 
business and able to supervise record 
keeping; resident counsel available as 
to local law. 63-6 


Leading trust institution requires pen- 
sion trust administrator of official calibre, 
under 45, competent to deal with top cor- 
porate management, and possessing ex- 
perience in investments, tax and trust 
law as well as administration, preferably 
pension trust. 62-2 


Trust department identified as 62-2 
also seeks pension trust new business 
man under 45, able to deal with cor- 
porate customers, and having legal (tax 
and trust law) and actuarial training. 
62-3 


New trust offices of the Houston Bank and Trust Co. are in- 
spected by John H. Freeman, Jr., board of directors member, in 
the company of department officers 
group includes (left to right) trust officer Samuel C. Bonnette, 
vice president and trust officer Ross P. Bennett, junior trust offi- 
cer Edgar S. Cox, and Mr. Freeman. Another trust officer, Frank 
S. King, checks correspondence (left foreground) with secretary 


(center background). The 


Nansy Mercer. 


MERGERS, NEW TRUST POWERS 
and CHANGE OF NAME 


Phoenix, Ariz.—MINERS & MERCHANTS 
BANK of Bisbee merged with and be- 
came a branch office of the state-wide 
First NATIONAL BANK of Arizona. 

Hempstead, N. Y.—HEMPSTEAD BANK 
has been given a certificate to do trust 
business. 

Corpus Christi, Texas — CORPUS 
CHRISTI NATIONAL BANK and the STATE 
NATIONAL BANK have merged and will 
be known as the CoRPUS CHRISTI STATE 
NATIONAL BANK. 

Dallas, Texas — EXCHANGE BANK & 
Trust Co. is establishing a trust depart- 
ment under the supervision of Arthur 
Segelhurst, vice president and trust offi- 
cer. 

Sweetwater, Texas — NATIONAL BANK 
OF SWEETWATER has been granted trust 
powers. C. B. Bryant (president) and J. 
C. Derebery (vice president) will be part- 
time officers in the trust department. 

Waukesha, Wis.—WAUKESHA NATION- 
AL BANK has changed its title to FIRST 
NATIONAL BANK of Waukesha. 











OPPORTUNITY 
FOR A TRUST SOLICITOR 


One of the leading banks in the 


SOUTHWEST 


desires a man to solicit new business for its trust department. To qualify 
a man should be 35 to 40 years old, should have experience in trust work, 
be personable and a college graduate. 


Salary: Open and dependent upon capabilities and experience. 
Please write letter giving your qualifications in detail to Box H-512-1, 
Trusts AND Estates, 50 East 42nd St., New York 17. 


All replies held in strict confidence. 
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Trust Council Activities 


February meetings reported to T.&E. 
were: 


Los Angeles—“Income Tax Problems 
Relating to Life Insurance” were dis- 
cussed at the February 20 meeting by 
John R. Suckling, attorney. 


Southeast Florida— Earl R. Hudson, 
president of Kennedy Sinclaire, Inc., 
spoke at the February 24 meeting on 
estate planning with particular refer- 
ence to the Federal estate tax. 


Indianapolis — “Business Insurance 
Cases of Interest” were presented at 
the February 23 meeting by Dr. Edwin 
H. White, C.L.U. the second edition of 
whose book, Business Insurance, has 


just been published by Prentice-Hall. 


Baltimore—The February 16 meet- 
ing was devoted to a panel discussion 
of the “Formulation of an Estate Plan.” 
The panel, moderated by Charles G. 
Page, included: C. Marshall Barton, Jr., 
trust officer; N. Barton Benson, ac- 
countant; Casimir M. Cymek, life un- 
derwriter; and George Gump, attorney. 


Boston—A special seminar on “Man- 
aged Money” was conducted on Febru- 
ary 29 under the joint auspices of the 
Boston Life Insurance & Trust Council 
and Boston Chapter, American Society 
of Chartered Life Underwriters. The 
speakers were: Douglas H. Bellemore, 
chairman of department of Economics 
and Finance, Boston University; Rich- 
ard P. Chapman, president, Merchants 
National Bank; George E. Johnson, 
president, Variable Annuity Life Insur- 
ance Co. of America, Inc.; Thomas A. 


Baxter, partner Vance, Sanders & Co., 
Boston; and Richard E. Pille, vice presi- 
dent, Mutual Benefit Life Insurance Co., 
Newark, N. J. More than 200 attended. 


Cleveland—At the February 21 meet- 
ing the following officers were elected: 
Pres—Bruce Whidden, vice president, 
Central National Bank: Vice Pres. — 
Russell G. Fox, accountant, Arthur An- 
dersen & Co.; Sec’y—Laurence W. Mc- 
Dougall, general agent. Mutual Benefit 
Life Insurance Co.; Treas. — Russell 
Vunderink, trust officer, National City 


Bank of Cleveland. 
Oklahoma City—At the February 28 


meeting a panel discussed the situation 
of “Helen Brown,” a widow who needed 
a will but was loathe to give any in- 
formation to her attorney. Facts con- 
cerning Mrs. Brown, her son, their re- 
spective estates and the grandchildren, 
were provided for al! attending mem- 
bers of the Council. The panel was 
moderated by William Schofield, attor- 
ney, and included Jess Plummer, C.P.A.; 
Neal O’Sullivan, life underwriter; and 
Robert Blinn, trust officer. 


Nashville — “Short-Term Trusts and 
Trusts Taxable to the Grantor” were 
discussed by William J. Bowe, authority 
on life insurance and estate planning, 
at the February 29th meeting. 


El Paso—“Profit-Sharing and Pension. 


Plans” were discussed at the February 
28 meeting by H. T. Etheridge, Jr., 
C.L.U. 


Seattle — “Short-Term Trusts” were 


discussed at the February 15 meeting 
by Charles I. Stone, Seattle attorney. 








OLDEST TRUST COMPANY 
IN MASSACHUSETTS 


For prompt, experienced assistance to help 
you meet your trust and business needs in 
busy Central Massachusetts... 


SEE THE 
Worcester County Trust Company 


TRUST DEPARTMENT OFFICES 


446 MAIN STREET, WORCESTER, MASSACHUSETTS 
533 MAIN STREET, FITCHBURG, MASSACHUSETTS 
249 MAIN STREET, SOUTHBRIDGE, MASSACHUSETTS 


Member Federal Deposit Insurance Corporation 








Bishop Trust of Honolulu 
Marks Semi-Centennial 

An Open House, a Finance Forum and 
an Historical Brochure are part of the 
50th anniversary celebration now in 
progress at Bishop Trust Co., Ltd., Hono- 
lulu. The Open House welcomed hundreds 
of visitors to the Company’s offices on 
January 8, 1956, where they were treated 





to an exhibit of rare blossoms grown by 
Island orchid fanciers. 


The four session forums which started 
February 20, began with a presentation 
of “Budgeting for Billions” by Donald 
R. Belcher, former treasurer of American 
Telephone & Telegraph Co. He was 
followed a week later by Carleton W. 
Richardson, vice president, United Busi- 
ness Service, who discussed “Should You 
Buy Common Stocks Now?” At the third 
session a panel dealt with the subject 
of “Mutual Funds,” and the final speaker 
is Honolulu attorney, C. Dudley Pratt, 
on “Estate Planning, Wills and Trusts.” 


The 24-page illustrated brochure car- 
ries the story of Bishop Trust Co. from 
January 8, 1906. Staff has grown from 
two to 160. Net profits the first year 
were $5,249 and in 1955 were $147,903. 


The Company now provides estate plan- 
ning, property management and main- 
tains a separate tax department. It buys, 
sells and develops real estate. It provides 
safe deposit vaults, administers trusts 
and estates and agencies, and last year 
established two common trust funds, one 
for equities and one for fixed income 
securities. It is a member of the Honolulu 
Stock Exchange, makes loans, and 
through its subsidiary, the Bishop In- 
surance Agency, provides all kinds of 
insurance. 


Bishop Trust building, Christmas 1955. 
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CARTER GLASS, JR., son of the late 
United States Senator from Virginia 
and co-publisher and general manager of 
the Lynchburg News and the Lynchburg 
Advance, bequeathed to his wife all 
tangible personal property except that 
used in the conduct of his business inter- 
ests. His residence is placed in trust with 
The Lynchburg National Bank and Trust 
Co. for the use of Mrs. Glass and at her 
death it is to be conveyed (or the pro- 
ceeds distributed, if the trustee deems 
sale advisable) to his surviving issue. 
Mrs. Glass may direct a sale during her 
lifetime and the purchase of another 
home or the investment of the proceeds 
for her benefit. She must bear the taxes 
and all costs of repairs and maintenance. 


The residue of the estate is divided 
into two parts, one of which is to equal 
one-half of the adjusted gross estate as 
determined by a formula clause to ob- 
tain the maximum marital deduction for 
Federal estate taxes, the other to con- 
sist of the remainder of the estate. Mrs. 
Glass will receive the income from the 
trust of the marital share and she is 
given a general power to appoint the 
principal at her death. The other share 
is to be distributed outright to the 
testator’s children after payment of all 
taxes imposed by reason of his death. 
The trustee is empowered to advance 
principal to Mrs. Glass if in its judg- 
ment her income from all sources is in- 
sufficient for her proper maintenance, 
care and support, provided that no part 
of his interest in the two newspapers is 
to be used for such purposes. 


Declaring that the best interests of 
his estate will be served if his two sons 
manage the papers, Mr. Glass provided 
that the News and the Advance be di- 
rected by them and the executor-trustee 
is to have no voice in their management. 
Detailed powers, rights and duties are 
set forth in the will for the guidance of 
the sons. For its compensation as execu- 
tor, the trust company is to receive 5% 
of the first $25,000 of principal and of 
all income, 4% on the next $75,000, and 
3% on the excess. As trustee it will re- 
ceive 5% of income. 


FREDERICK ROSENGARTEN, retired chair- 
man of Merck & Co., pharmaceutical 
manufacturers, left an estate of over $4 
million. Apart from bequests totalling 
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$6,500 and small legacies to servants, the 
estate goes to Mrs. Rosengarten and two 
children. To her the executors are to 
allocate cash, securities and/or other 
poperty qualified for the marital deduc- 
tion in the amount of one-third the 
value of the adjusted gross estate as de- 
fined by the Internal Revenue Code. The 
rest of the estate is to be divided into 
two equal trusts for the children who are 
appointed co-trustee of their respective 
trusts with Provident Trust Co. of Phila- 
delphia, all three being executors. 

The provisions of the trusts are paral- 
lel. Each child will receive the income 
for life. After his or her death, the fund 
is to be divided into as many shares as 
there are grandchildren of Mr. Rosen- 
garten (children of both his children). 
The life tenant may by will expressly 
referring to this trust appoint the shares 
set aside for his or her children in any 
manner even to the exclusion of a child. 
The shares for the other line of grand- 
children will be continued in trust until 
the youngest of all the testator’s grand- 
children attain age 30, provided that all 
trusts must terminate not later than 21 
years after the death of the survivor of 
Mrs. Rosengarten and all issue living at 
the testator’s death. All death taxes are 
to be paid out of these trust funds. 


EpGarR E. RAND, president of Interna- 
tional Shoe Co., one of the largest manu- 
facturers in the industry, left his entire 
estate of approximately $2% million to 
the trustees of trust funds created by 
his late father’s will for the benefit 
of the younger Rand’s three daughters. 
Under that will they will receive the 
income and the trustees may pay them 
principal up to one-half of the original 
amount at any time up to age 31, after 
which the trustees may make complete 
distribution. Any amounts undistributed 
at the death of the life beneficiaries will 
pass to their heirs-at-law. Mr. Rand’s 
brother and Mercantile Trust Co. of St. 
Louis are named executors. 


GEORGE DOUBLEDAY, recently retired 
chairman of Ingersoll-Rand, Inc., manu- 
facturers of air conditioning, refrigerat- 
ing and other machinery, directed his 
executors — two sons and The New 
York Trust Co. — to dissolve a corpora- 
tion owned by him as soon as practicable 
after his death, and from the assets 
thereof deliver 12,000 shares of Inger- 
soll-Rand to Mrs. Doubleday, 3,000 shares 
to the testator’s brother, and 1,950 shares 
to five other named persons. The remain- 
ing assets of the dissolved corporation 
become part of the residue. 


Mrs. Doubleday also receives 1,000 
shares each of General Electric Co. and 
Corn Exchange Bank Trust Co. (since 
merged with Chemical Bank), certain 
real estate, personal effects and one-fifth 
of the residue. The three children share 
equally in the stocks of any California 
corporations held at the time of death, 
some other real estate, and the reversion- 
ary interest which Mr. Doubleday may 
have owned in any trust terminating 
after his death, and each receives one- 
fifth of the residue. The remaining fifth 
goes equally to two granddaughters. 
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Now in our 85th year 























































































































































































ESTATE TAX 


Value of contingent fee contracts in- 
cludible in estate. In 1932 decedent en- 
tered into contingent fee contracts with 
three persons who claimed to be heirs of 
wealthy woman who died intestate. In 
1949 decedent died and following year 
trial court accepted Master’s conclusion 
that three parties were nearest next-of- 
kin and entitled to distribution of es- 
tate. This position was affirmed by state 
Supreme Court in 1952 and finally fixed 
when U. S. Supreme Court denied cer- 
tiorari in 1958. Shortly thereafter, es- 
tate tax return was filed and contingent 
fee contracts were returned as “no 
value” as of date of death. Commis- 
sioner valued contracts as being equal 
to fees received under them. Additional 
tax was paid and suit for refund was 
instituted. 


HELD: For Commissioner. Tax was 
assessed on value at decedent’s death of 
his right to compensation under fee con- 
tracts, not on fees themselves. Value at 
time of death of right to receive income 
in future is includible in estate. Plain- 
tiff’s argument that contracts were in- 
capable of valuation as matter of law 
and were valueless as matter of fact 
was dismissed inasmuch as Commission- 
er filed affidavit showing potential pur- 
chaser would have been willing at dece- 
dent’s death to purchase such contracts. 
Estate of Dawson v. United States, D.C. 
E.D. Pa., Dec. 21, 1955. 


Transfer in trust to discharge sett- 
lor’s legal obligation of support includ- 
ible in estate. Decedent and wife executed 
separation agreement. By its terms 
trust was created, income from which 
was paid to decedent’s wife for support 
of herself and two children. Payments 
were to continue until death or remar- 
riage of wife, at which time trust prin- 
cipal was to be divided into equal shares 
for children, with income to them for 
life and remainder to their issue. Dece- 
dent predeceased wife. Commissioner in- 
cluded value of trust transfer in estate. 
Taxpayer contended that inasmuch as 
termination of decedent’s interest in 
income was dependent upon wife’s death 
or remarriage, and coming of age of 
children, decedent did not intend reserva- 
tion of income for duration of his life. 


HELD: For Commissioner. Value of 
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transfer is includible in decedent’s es- 
tate under Section 811(c)(1)(B) of 
19389 Code (2036 (a) of 1954 Code) 
since he held retained interest, i.e. dis- 
charge of his legal obligation, for “pe- 
riod which does not in fact end before 
his death.” Estate of McKeon v. Comm., 
25 T.C. No. 85, Jan. 13, 1956. 


Addition to tax for late filing. Dece- 
dent died intestate in 1947, leaving his 
affairs in exceedingly confused state. It 
took two years to locate most of assets. 
Administratrix, decedent’s wife, relying 
upon attorney’s advice, did not file es- 
tate tax return. In 1949, state Surro- 
gate, upon finding that insufficient ef- 
forts had been made to collect certain 
debts owing estate, revoked widow’s let- 
ters of administration. New administra- 
tor filed Federal estate tax return 
which was then more than 27 months 
after decedent’s death. Commissioner 
asserted addition to tax of 25% because 
of late filing. 


HELD: For estate. On evidence ad- 
ministratrix had not been willfully negli- 
gent in failing to file timely return. She 
was acting upon advice of her attorney 
who apparently gave it in good faith. 
Thus there was reasonable cause for 
delay and no addition to tax should be 
imposed. Estate of Collino v. Comm., 
25 T.C. No. 115, Feb. 10, 1956. 


INCOME TAX 


Trustee not entitled to benefits of 
back-pay provisions. Trustee received 
fees in 1946 for services performed in 
prior years. Amounts were reported un- 
der back-pay provisions of Section 107 
(d) of 1939 Code (Section 1303 of 1954 
Code). Commissioner denied benefit of 
section to trustee. 

HELD: For Commissioner. Trustee is 
not “employee” within meaning of back- 


pay provisions of Code and therefore is. 


not entitled to special treatment pro- 
vided. Provisions of section apply to 
employees in commonly accepted mean- 
ing of term, such as wage earners, sal- 
aried employees, and employees compen- 
sated by commissions for services per- 
formed for, and under, direction and 
control of employer. Estate of Scofield 
v. Comm., 25 T.C. No. 90, Jan. 18, 1956. 


Income currently distributable where 
payment suspended during litigation. In- 


come from trust fund was currently dis- 
tributable. Trust instrument conferred 
upon trustees discretion to retain or 
otherwise apply share of any person 
who might be “under any disability .. . 
whereby it shall not be lawful for the 
trustees to make payment directly to 
such person or persons, .. .” In 1947, 
1948, and 1949 deductions were claimed 
for trust for amounts distributable to 
beneficiaries even though payment had 
been suspended because of dispute and 
litigation concerning certain life inter- 
ests and remainder interests. 
sioner disallowed deductions. 


HELD: For taxpayer. Test to be 
applied is not one of receipt of income 
but whether there exists present right 
to receive it. Moreover, final decree in 
state court action ordered trustees to 
distribute income forthwith, which in 
effect determined that beneficiaries had 
continuing right to income. Income be- 
ing currently distributable, whether dis- 
tributed or not, was allowable deduc- 
tion. Higginson v. United States, D.C. 
Mass., Jan. 6, 1956. 


Commis- 


GIFT TAX 


Gifts to minors’ guardian not future 
interests. Taxpayer made gifts to his 
grandchildren’s guardian. Under state 
law there is no delay of enjoyment at- 
tached to such gifts. In substance pres- 
ent title and enjoyment were obtained 
by minors. Commissioner treated trans- 
fers as gifts of future interests and dis- 
allowed exclusions. 


HELD: For taxpayer. Under state 
law gifts were not limited to commence 
in use, possession, or enjoyment at some 
future time. Minors through guardian 
were given present right to enjoyment, 
and, therefore, title vested at date of 
delivery. Gifts were thus absolute and 
of present, not future, interests. Snyder 
v. United States, D.C. W.D. No. Car., 
Sept. 20, 1955. 


Gifts to minors in trust held to consti- 
tute present interests in property. Dur- 
ing 1948, 1949, and 1950 taxpayers made 
certain gifts in trust for various minor 
grandchildren. Bank trustee had very 
broad powers similar in all respects to 
duly appointed guardians under state 
law. It could use any of income or ¢o’- 
pus if necessary for education and sup- 
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port of minor until age 21 at which time 
corpus was to be conveyed to donee. 
Commissioner disallowed exclusion, main- 
taining gifts were of future interests. 


HELD: For taxpayer. Trustee’s pow- 
ers and nature of its relationship to 
minor children were very broad and in 
all respects similar to guardian under 
local state law. By analogy of guardian- 
ship under local law, gift was of pres- 
ent interest. Baker v. United States, 
p.c. No. Car., Dec. 28, 1955. 


Gift to donees as “joint tenants” is 
not separate entity for annual exclusion 
purposes. Donor made separate gifts to 
his son and his son’s wife, taking an- 
nual exclusions for each gift. Later in 
same year he made another gift to 
them as “joint tenants, and not as ten- 
ants in common.” He claimed third an- 
nual exclusion, on theory that gift cre- 
ated estate of entirety which should be 
treated as separate legal entity. Com- 
missioner disallowed exclusion. 

HELD: For Commissioner. In inter- 
preting statute, words are to be given 
their common, ordinary meaning. Gift 
is made to one upon whom donor has 
bestowed benefit of his donation. Bene- 
fit of third gift was upon husband and 
upon wife, and exclusions had already 
been claimed for them as donees. Estate 
of Buder v. Comm., 25 T.C. No. 112, 
Jan. 31, 1956. 


REVENUE RULINGS 


Estate Tax: Support allowance for 
decedent’s wife heid to qualify for mari- 
tal deduction. Decedent’s entire estate 
was left to his surviving spouse. Widow 
was entitled pursuant to order of local 
Probate Court to allowance for support 
during period of settlement of deceased’s 
spouse’s estate. Since widow’s rights to 
support could at any time terminate 
upon her death, question is raised 
whether interest being terminable quali- 
fies for marital deduction. 


Section 2056(b) of the 1954 Code pro- 
vides that terminable interest rule does 
not apply unless (1) interest in prop- 
erty also passed from decedent to some- 
one other than surviving spouse, or es- 
tate of such spouse and (2) by reason of 
Passing such other persons may possess 
or enjoy property after termination or 
failure of interest which passed to sur- 
Vivine spouse. Service rules that while 
Widow’s rights here could be terminated, 
any amounts remaining unpaid would, 
nevertheless, become part of her residu- 
ary estate and as such pass to her estate. 
Requirements of Section 2056 are thus 
met and interest qualifies for marital 
deduction. Rev. Rul. 56-26, I.R.B. 1956-5, 
p. 10 


Gift Tax: Transfer of securities to 
minor pursuant to state statute consti- 
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tutes gift of present interest. Pursuant 
to provisions of Colorado statute tax- 
payer transferred certain shares of stock 
to his minor daughter in trust. Shares 
were registered in donor’s name as cus- 
todian for minor daughter. Under statute 
gift made in manner prescribed conveys 
to minor indefeasably vested legal title 
to securities. Income from property could 
be used for support of minor, and upon 
minor’s attaining 21, entire corpus was 
to pass to her. 


Service rules that gift is complete at 
time when shares were registered on 
books of corporation in name of donor 
as custodian. Transfer represents gift of 
present interest in property. Spec. Rul. 
dated Jan. 6, 1956. 


Estate Tax: Extensions of time to 
pay estate and gift taxes. Commissioner 
has delegated authority to District Di- 
rector of Internal Revenue to grant ex- 
tensions of time to pay excess profits, 
estate and gift taxes, including defici- 
encies. Order No. 20, Feb. 6, 1956. 


A A A 


Changes Enacted in 
Federal Taxes 


The President has signed into law the 
following measures affecting estate and 
income taxes: 


H.R. 2667: Permits tax-free release of 
enumerated powers over discretionary 
trust by grantor under mental disability 
who died after Dec. 31, 1947, and before 
Jan. 1, 1951; allows deduction for state 
death taxes paid on charitable, ete., 
transfers deductible for Federal estate 
tax purposes but not exempt from state 
taxes, provided the saving inures solely 


to such transferee and provided further 
that the credit for state death taxes is 
reduced where such deduction is taken. 


H.R. 7054: As to estates of decedents 
dying after Dec. 31, 1951, and before 
Aug. 16, 1954, gives executor election to 
take credit for estate tax on previously 
taxed property, which passed to decedent 
from predeceased spouse, in lieu of de- 
duction for previously taxed property. 


H.R. 4582: Permits corporation which 
acquires wholly owned subsidiary in liqui- 
dation to utilize unused pension trust de- 
ductions of the latter as if the acquiring 
corporation were the subsidiary. 


H.R. 5428: Provides that agreement 
extending time within which income tax 
liability of transferee or fiduciary may 
be assessed likewise extends time within 
which claim for credit or refund can be 
filed. 

A A A 


Errata 


Feb. 1956 issue, page 173: The sec- 
ond Editor’s Note to the digest of Matter 
of Krabbe should have read— 


For criticism of applications of this 
doctrine to some situations, see 
Niles, The Divided Loyalty Rule, 
91 Trusts and Estates 734 (October 
1952). 


Jan. 1956 issue, page 21: In the arti- 
cle on Close Corporation Interests, the 
name “John” (or “John’s”) should have 
read “Mary” (or “Mary’s”) at the fol- 
lowing places— 

Second column, line 6 of paragraph 
beginning “John has some _ vague 
MPR scm 

Third column, line 7 of first para- 
graph; lines 6 and 7 of second paragraph. 
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CURRENT LITERATURE 


Books 


The Greer Case 


DAVID W. PECK. Simon & Schuster, 630 
Fifth Ave., New York 20. 209 pp. $3.75. 











This is a fascinating account of one 
of the most fabulous will cases of this 
century, written by one of the judges 
before whom it came on appeal. Illus- 
trated with facsimiles of court exhibits, 
the book tells how the prominent Mrs. 
Mabel H. Greer had willed her entire 
fortune of some half million dollars to 
Harvard because she had no living rela- 
tives but after her death there appeared 
on the scene an apparently respectable 
middle-aged man who claimed to be the 
testatrix’s illegitimate son. Judge Peck 
has interwoven the legal strategies of 
the case with a moving tale of human 
emotions that make for absorbing read- 
ing. 


How to Win a Tax Case 


MARTIN M. LORE. Prentice-Hall, Inc., 70 

Fifth Ave., New York 11; 244 pp. $4.85. 

With a background that includes ser- 
vice as trial counsel for the New Eng- 
land and New York divisions of the 
technical staff of the Bureau of Internal 
Revenue, the author is well qualified to 
write this tome. Appropriately enough 
the discussion opens with suggestions for 
avoiding litigation in the first place, 
including the kind of documents and 
records that the taxpayer himself should 
maintain. The whole gamut from settle- 





ment procedures to appellate review is 
run, and the value of this volume is 
capped by more than 80 pages of docu- 
ments from an actual Tax Court case. 


Wall Street: Men and Money 


MARTIN MAYER. Harper & Bros., 49 E. 33rd 

St., New York. 267 pp. $3.50. 

The work, skills, personalities and 
flavor of this American financial center 
are such as to dismay the power of ex- 
position of expert or neophyte. Its com- 
plexities are usually oversimplified into 
meaningless superficialities or grossly 
exaggerated into mysterious doings be- 
yond the understanding of ordinary peo- 
ple. Mr. Mayer, although he certainly 
lays no claim to financial wizardry, has 
had the benefit of a good guide and his 
reports are, for the most part, accurate, 
meaningful and interesting. The book is 
full of anecdote and personalities which 
mercifully humanize the Street’s deni- 
zens. 


Over and beyond these blessings, how- 
ever, he does give a picture of the func- 
tions which the various elements perform, 
not least of them the work of the special- 
ist on the Exchange floor who risks large 
capital sums to maintain a close market 
in his “babies” when the public rushes 
madly in one direction. Wall Street is 
indeed a funny place but one which the 
public needs to know more of and the 
author has done an overall sprightly and 
informative job for the lay reader. 


ARTICLES 


A Suggested Form for Trustees’ Re- 
ports 
LEON E. HAY. The Journal of Accountancy, 


Jan. 1956 (270 Madison Ave., New York 16; 
75c). 
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Reviewing the statutory requirements 
as to the form and content of reports of 
testamentary trustees in the various 
states, including the Uniform Trustees 
Accounting Act, this article sets forth 
and explains a suggested form of state- 
ment which in the author’s opinion pre- 
sents logically arranged and readily un- 
derstandable data. 


Life Insurance Settlement Options 
and the Statute of Wills 

Note, Northwestern University Law Review, 

Jan.-Feb. 1956 (Chicago 11; $1.50). 

This is a survey of the law on the 
validity of supplemental contracts in 
which the beneficiary after the death of 
an insured elects an optional settlement 
which reserves to the beneficiary certain 
rights exercisable during the beneficiary’s 
lifetime. Conflicting decisions on the ap- 
plicability of the requirements for execu- 
tion under the Statute of Wills are ana- 
lyzed, and conficting public policy con- 
siderations appraised. The author sug- 
gests as the best solution a statute re- 
quiring a writing, signed and acknowl- 
edged before a notary public who must 
certify that he personally knows the 
signer. 


OTHER ARTICLES 


The New York Rule against Per- 
petuities, Note (67 pp.): Brooklyn Law 
Review, Dec. 1955 (375 Pearl St., Brook- 
ign 2, N. ¥.* $2) 

Taxability of Donees of Powers over 
Principal or Income of Trusts, by Carter 
T. Louthan: The Trust Bulletin, Feb. 
1956 (12 E. 36th St., New York 16; 35¢) 


Some Thoughts on Valuation of Close- 
ly Held Business Interests, by Adrian 
A. Kragen: California Law Review, Dec. 
1955 (Berkeley, Cal.; $1.50) 

Employer Payments to Widow of De- 
ceased Employee, by Harry Yohlin: 
Taxes, Feb. 1956 (4025 W. Peterson Ave., 
Chicago 30; 60¢) 


Income Tax Problems in Year of 
Death, by C. Walter Randall, Jr., and 
Edward M. David: The Practical Law- 
yer, Feb. 1956 (1383 S. 36th St., Phila- 
delphia 4; $1.25) 

Drafting Provisions for Legal Life 
Estates and the Marital Deduction, by 
Daniel M. Schuyler: Illinois Bar Journal, 
Feb. 1956 (424 So. Second St., Spring- 
field; $1) 
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MANY AMENDMENTS TO PENNSYLVANIA 
FIDUCIARY LAWS 


@ A considerable number of amendments 
to laws affecting Pennsylvania estates 
and trusts were enacted last month. The 
changes affect the following Acts: [n- 
testate, Wills, Estates, Fiduciaries, r- 
phans’ Court, and Incompetents’ Estates. 
Details will be reported in the Legislation 
section beginning next month. 
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AssETS — Administration — Sum- 
mary Proceeding Not Proper 
Method of Determining Rights to 
Stock Not In Possession 


Ohio—Supreme Court 
In re Estate of Gottwald, 164 Ohio St. 405. 


Mrs. Gyuricza endorsed and delivered 
to Gottwald a certificate for 100 shares 
of R.C.A. stock with the understanding 
he would sell the shares for her when 
the market reached a certain price. Gott- 
wald placed the stock in his account with 
a brokerage firm and Mrs. Gyuricza 
authorized the firm to accept the shares 
for Gottwald’s account and to treat 
thm as his. After Gottwald’s death, 
his executors listed 3,000 shares of 
R.C.A. stock in the inventory. Mrs. Gy- 


urieza filed exceptions, claiming 100 
shares to be hers, and asked “for an 
order directing the executors * * * to 


return to your exceptor the one hundred 
shares x * *” 


The Probate Court held that the ex- 
ceptor had released any rights she might 
have against the stock itself; that title 
had passed to the decedent; that the 
stock had lost its identity, and there- 
fore the Court could not grant the relief 
sought. The Probate Court overruled the 
exceptions “without prejudice to the 
rights of the exceptor to pursue such 
other remedies as may be available to 
her.” The Court of Appeals reversed this 
judgment, holding that “the Probate 
Court erred in overruling the exceptions 
filed by appellant to the inventory when 
it had jurisdiction and the obligation to 
conduct an accounting between the ex- 
ceptor and the executors of the estate 
** * and to determine the sums due 
each from the other on their respective 
claims.” 


HELD: Reversed; judgment of the 
Probate Court affirmed. The summary 
proceeding on the exceptions, under the 
Ohio statute, was not the proper method 
of determining the rights of the excep- 
tor, which involve the questions of title 
to the stock (which was not in decedent’s 
Possession at his death and did not pass 
Into the possession of the executors), 
the redemption of the equity in a mar- 
gin account, and the subsequent transfer 
of legal title to the stock to the right- 
ful owners. The brokerage firm was a 
Necessary party to a proceeding for such 
determination. The Probate Court could 
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not give full and complete relief in the 


proceeding on the exceptions, and its 


ruling was therefore correct. 


ASSETS — Business — Trust Did Not 
Attach to Stock Given for Voting 
Control 


Kentucky—Court of Appeals 
Ranney v. Zimmerman, 284 S.W. 2d 835. 


Testatrix, a resident of Florida, died 
in 1938. The major portion of her estate 
consisted of 28 shares of common stock 
in a Kentucky corporation of which her 
son John was president. These shares, 
along with other shares owned by him, 
enabled John to have voting control of 
the corporation. In order to continue this 
control and at the same time provide for 
her other two children, the testatrix in- 
serted the following provision in her 
will: 


“*** This stock, together with stock 
held by my son, gives my son voting con- 
trol of said Company. For this reason, | 
leave this stock in trust, with the voting 
power thereof perpetually to my said son, 
so long as my stock remains undivided or 
unsold, as hereinafter provided, and so 
long as the income from said stock is 
paid to my said daughters *** equally 
share and share alike. ***” 


John had actually acquired voting con- 
trol of the corporation prior to his 


mother’s death. Pursuant to an agree- 
ment among John and his sisters, the 
shares owned by the testatrix were di- 
vided equally among the three children 
and the will was not probated. John had 
made periodic payments (purportedly as 
dividends) by personal check to his 
mother; and he continued to make such 
payments to his sisters after his mother’s 
death. 


John died in 1951, leaving his stock to 
his three sons. The sisters brought this 
action against John’s sons to obtain a 
judgment to the effect that a trust was 
created as to the stock dividends de- 
rived from stock formerly held by the 
testatrix, and that John’s sons should 
continue the periodic (dividend) pay- 
ments to the sisters. The lower court ad- 
judged that there was no trust in ex- 
istence. 


HELD: Affirmed. The agreement not 
to probate the will was a valid contract 
supported by consideration. All the heirs 
were of legal age and no creditors’ rights 
were involved. Any trust which would 
have been created by the will was ter- 
minated by the agreement. Finally, had 
any trust been created by the will or 
by later agreement it would have termi- 
nated with the death of the son. 


CLaims — Suit on Rejected Claim 
May Be Brought in County Where 
Corporate Executor Has Branch 


Washington—Supreme Court 

Schluneger v. Seattle-First National Bank, 147 

Wash. Dec. 174. 

The corporate executor, which has 
branches in many counties of the State, 
was appointed by the Whitman County 
Superior Court. Suit on a rejected claim 
in probate was commenced against the 
executor in Spokane County, where the 
executor has a branch bank. The ex- 
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ecutor appeared specially and challenged 
the jurisdiction of the Spokane County 
Court which refused to dismiss the ac- 
tion, but ordered it transferred to Whit- 
man County. The executor demurred on 
the ground that the transfer to Whit- 
man County occurred after the time had 
expired within which suits on rejected 
claims must be commenced. The Whit- 
man County Court dismissed the action. 


HELD: Reversed. A suit on a rejected 
probate claim is an ordinary civil action, 
and not a part of the probate proceed- 
ings. It is governed by the same rules 
of venue as any other civil action. An 
action may be brought in any county 
in which the defendant resides. The resi- 
dence of a corporate defendant is deemed 
to be in any county where the corpora- 
tion transacts business. The action was 
properly brought in Spokane County, 
wherein the corporate executor transacts 
business. 


COMPENSATION — Additional Com- 
missions Not Allowed for Mere 
Collection of Rents 


New York—cCourt of Appeals 
Matter of Smathers, 309 N.Y. 487. 


The decedent leased a building to a 
corporation for 99 years. The lease pro- 
vided that the decedent would relinquish 
and the corporation would assume all 
control over the management of em- 
ployees and the operation of the prem- 
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ises. After the decedent’s death, his 
testamentary trustee collected the rent 
but performed no other functions. The 
trustee retained regular commissions for 
collecting the rent under S.C.A. Sec. 285 
(2); and also the additional 6% commis- 
sions authorized by S.C.A. Sec. 285(7) 
where a trustee is required “to collect 
the rents and manage: real property.” 


HELD: The trustee was not entitled 
to the additional 6% commissions. Addi- 
tional commissions are authorized for 
services rendered by a trustee in addi- 
tion to the collection of rents—namely 
the management of real property. Under 
the lease the trustee had nothing to do 
but collect the rents. Therefore the trus- 
tee was not entitled to the additional 
commissions. That the trustee might 
have to render active service if the 
lessee failed to pay rent does not supply 
the active management required by sub- 
division (7). 


DISTRIBUTION — Anti-lapse Statute 
Overcomes Virtual Disinheritance 


California—District Court of Appeal 

Estate of Carroll, 138 A.C.A. 410 (Jan. 

1956). 

Elizabeth Carroll left a holographic 
will in which she bequeathed all her 
estate to her sister, Margaret, “to be 
used as She may see fit.” She then pro- 
vided: “my only brothe Harry Tate & 
is to receive one Dollar, & my nefhews 
also $1.00 each. Any will make before 
is null & void.” The “nefhews” referred 
to are George, son and only descendant 
of Margaret, and appellants, sons of a 
predeceased brother and a predeceased 
sister. 


10, 


Section 72, Probate Code, provides 
that if a devisee or legatee dies before 
the testator, the disposition to him fails 
in the absence of a contrary intention, 
except that the lineal descendants of 
“kindred” of the testator take the share 
the named devisee or legatee would have 
taken. The Probate Court distributed 
one dollar each to appellants and brother 
Harry and to George the part of the 
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estate that would have 
mother Margaret if living. 


gone to 


HELD: Affirmed. The bequest of a ig 
nominal sum (one dollar each to “my 
nefhews”) would, in the absence of other 


evidence, be sufficient to evidence intent 
that, if the chief legatee cannot take, 
the one given the nominal sum is to be 
disinherited. The rule is not applied here, 
however, as intent to disinherit descend- 
ants of sister Margaret was not shown. 
There being no ambiguity in the will, 
there was no necessity for the offered 
extrinsic evidence which the lower court 
refused to admit. Courts prefer a con- 
struction that leaves no intestacy. 


DISTRIBUTION — Bequest to Two 
Named Children Not Gift to Class 


Florida—Supreme Court 
In re Eltzeroth’s Estate, 83 So. 2d 772. 


Decedent and his wife who prede- 
ceased him executed a joint will devis- 
ing all their property to two named per- 
sons described as the children of dece- 
dent’s wife and the stepchildren of dece- 
dent. The will provided that the two 
children should “share and share alike” 
and requested that the gifts be used by 
the beneficiaries to educate their chil- 
dren. If either of the two children 
should not be living upon the death of 
the survivor of decedent and his wife, 
then the portion bequeathed to the de- 
ceased child should go to that benefici- 
ary’s children, share and share alike. 

After the execution of the joint will 
and before the death of the decedent, 
one of the beneficiaries and his children 
were killed in an accident. When dece- 
dent died, the surviving beneficiary 
claimed the entire estate upon the theory 
that the gift had been to a class con- 
sisting of the children of decedent’s wife, 
and that since he was the only survivor, 
he took the entire estate. 

HELD: The joint will did not create 
a gift to a class. The gifts were made 
to beneficiaries by name; the will con- 
tained suggestions directed to both bene- 
ficiaries for the use of the legacies to 


educate their own children and _ pro- 
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vided that the children of the benefici- 
aries should take if either beneficiary 
pre-deceased the testator. The will did 
not cover the contingency which occurr- 
ed, namely, that one of the beneficiaries 
would predecease the testator without 
having children surviving. Hence testa- 
tor died intestate as to one-half of the 
estate. 


DISTRIBUTION — Gift of Business In- 
terest Held an Advancement 


Pennsylvania—Supreme Court 
Houston Estate, 383 Pa. 466. 


Decedent died intestate in 1953, sur- 
vived by three children, leaving a pro- 
bate estate of $26,000. In 1941 decedent 
had given her son Joseph an interest 
in a publishing business worth about 
$11,000 at the time and Joseph had 
agreed to contribute the net income from 
the business to her support as long as 
she lived. A will was prepared for her 
at the same time in which the business 
was not mentioned and after some spe- 


cific devises and bequests to her two 
daughters, the residue was. divided 
equally among the three children. She 


never signed the will although she had 
two witnesses sign it and she kept it 
in her safe deposit box. The payments 
by the son to the mother were between 
$3,000 and $4,000 a year for 12 years. 


The lower court decided that the trans- 
fer of the business interest was an ad- 
vancement on the grounds that dece- 
dent’s intention was to divide her estate 
equally among her children, that dece- 
dent thought her will was valid and 
that the value of the business interest 
was about one-third of the estate. 


HELD: Affirmed. An advancement is 
an irrevocable gift by a parent in his 
lifetime to his child on account of the 
child’s share of .the estate, after the 
parent’s decease. Whether the transac- 
tion constitutes an advancement is a 
matter of intention which can be proved 
by contemporary acts and declarations, 
and subsequent declarations of the donor 
in recognition of the originally expressed 
intent are entitled to weight. The pres- 


a 


ent transaction was not a sale, as con- 
tended by the son, because there was no 
beneficial interest enjoyed by him until 
decedent died. Since the business was 
worth about one-third of the estate, the 
division of the estate between the two 
daughters was proper and in accord with 
presumption that decedent intended equal 
distribution among her children. 


DISTRIBUTION — Gift to Two Named 
Beneficiaries, One of Whom Dies 
Before Testator, Not Class Gift — 
Contract for Sale of Land Works 
Equitable Conversion into Person- 
alty 


United States—District Court, D. of C. 


Liberty National Bank of Washington v. Smoot, 
135 F. Supp. 654. 


Testator was survived by two sisters 
and a nephew and niece of a previously 
deceased sister. To each of the latter, 
testator bequeathed $1,000 and to his 
sisters he devised the remainder of his 
estate with request for certain payments. 
The complaint for construction presented 
three questions: 

(1) Clause Third provided that if 
testator were survived “by two sisters, 
Elizabeth Donn Bryant *** and Minona 
Donn Smoot *** I give, devise and be- 
queath unto them all my property real, 
personal and mixed, equally, ***.” Eliza- 
beth died before her brother, leaving only 
Minona living at time of death. What 
interest, if any, did Minona take? 

(2) Under Clause Sixth, testator ap- 
pointed plaintiff as executor and trustee 
“to distribute to the beneficiaries 
hereunder, any property of any charac- 
ter of which I die the owner ***.” Did 
the trustee take title to realty or did 
title vest in the devisees? 


(3) Did outstanding contracts of sale 
of certain real estate work an equitable 
conversion so that the executor holds the 
proceeds as personalty? 


HELD: (1) Where a testator devises 
an estate to named persons to be divided 
equally, those persons take as tenants 
in common. In the instant case, it could 
not have been a class gift inasmuch as 
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the beneficiaries were named. As the 
sisters took as tenants in common, the 
meaning attached to the words, “if I 
am survived by my two sisters” is that 
testator was conditioning the bequest 
to each upon the survival of each. Ac- 
cordingly, Minona will take under the 
will one-half of the deceased’s real prop- 
erty, and the remaining half, because of 
the fact that Elizabeth predeceased her 
brother, will pass as intestate property. 


(2) The trustee had certain duties to 
perform and, accordingly, the trust was 
active and title vested in the trustee. 


(3) Inthe District of Columbia where 
a contract of sale of land exists, the 
general rule is that there is an equitable 
conversion into personalty and the in- 
terest of the testator in the properties 
which were the subject of the contracts 
passed on his death as personalty. 


PERPETUITIES — Gifts of Remainder 
After Two Life Estates Violate 
Rule — Severance Not Permitted 


Tennessee—Supreme Court 
Crockett v. Scott, 284 S.W. 2d 289. 


Testatrix devised all of her property 
to her sister, Jean Sanford, for life. At 
her death the property was to go to 
Jean’s children and to one Cora Field in 
equal shares for their lifetime, and at 
the death of said children and Cora 
Field the property was to go to the 
children of those life tenants jointly in 
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fee simple. Jean Sanford and Cora Field 
were “lives in being” at the death of 
the testatrix. The Chancellor held that 
these provisions of the will violated the 
rule against perpetuities and were void. 


HELD: Affirmed. In construing the 
provisions of a will to determine whether 
or not the rule against perpetuities is 
violated, it is presumed that both men 
and women are capable of having chil- 
dren at any time during their lives. If 
by any possibility the provisions of the 
will may violate the rule, then the gift 
must fail, even though the probabilities 
are that in fact the estate will vest 
within the period required by the rule. 
Under the provisions of this will, it is 
entirely possible that Jean Sanford 
could have children born after the death 
of the testatrix. The children of such 
after-born children would be the re- 
maindermen, along with the children of 
Cora Field. Since the vesting of the 
remainder could possibly be delayed 
for a period of time beyond lives in 
being or 21 years thereafter, the rule 
is violated. 


It was insisted that even if the provi- 
sions of the will fail as to the descend- 
ants of Jean Sanford, there is no viola- 
tion as to the children of Cora Field 
and that the remainder interests of her 
children should be upheld. It is true 
that if gifts in a single provision are 
separable, then the question of remote- 
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ness may be considered with reference 
to each share separately. In the present 
case, however, the testatrix apparently 
considered Cora Field and her descend- 
ants in the same relationship as the 
descendants of her sister. The gifts are 
so intertwined in the general scheme 
for the benefit of a single class that the 
court cannot separate them. 


REVOCATION — Doctrine of Depen- 
dent Relative Revocation Applies 
Where Deeds Held Ineffective 


Missouri—Supreme Court, Div. No. 1 

Board of Trustees of Methodist Church v. 

Welpton, 284 S.W. 2d 580. 

About a month prior to her death, 
testatrix executed a will which disposed 
of her real estate only. She devised a 
life estate to her sister (her only heir), 
remainder to an orphan’s home and a 
church, Testatrix retained the original 
of the will. About a week prior to her 
death, she executed and delivered deeds 
of the real estate to the keeper of the 
boarding house in which she was staying. 


There was evidence that the will was 
in existence four days prior to her death 
and that she had at that time no inten- 
tion of revoking it. There was also evi- 
dence that about a week prior to her 
death, testatrix said that she was going 
to destroy the will so that she could 
deed the land to the housekeeper. 

After the death of testatrix, the will 
could not be found. An unsuccessful at- 
tempt was made to probate the attor- 
ney’s copy of the will. The deeds were 
set aside by reason of the undue influ- 
ence of the housekeeper. Thereafter this 
suit was brought to establish the will. 
The trial court directed a verdict against 
the will at the close of plaintiff’s evi- 
dence. 


HELD: Reversed and remanded. Since 
testatrix had the will in her possession, 
and after her death it could not be found, 
a presumption arose that she destroyed 
the will with intent to revoke it. Evidence 
that testatrix had the will four days 
prior to her death and did not then in- 
tend to revoke it did not constitute suffi- 
cient evidence to authorize a jury to find 
that the presumption had been rebutted. 


However, the doctrine of dependent 
relative revocation was applicable. The 
evidence that testatrix intended to de- 
stroy the will so that she could deed 
the property was sufficient to havef 
authorized a finding that the revocation 
of the will and the execution of the deeds 
were related acts and parts of one pian 
which had as its objective the substitu- 
tion of a new method of disposing of 
the real estate. If the jury should go 
find, then the failure of the deeds would 
cause a failure of the revocation. 


REVOCATION — Marriage Does Not 
Revoke Will Made in Contempla- 
tion of Marriage 


Illinois—Supreme Court 
In re Estate of Day, 7 Ill. 2d 348. 


Testator’s will left fifty per cent of 
his estate to a named woman, but made 
no mention of his intention of marrying 
her. Within one week the decedent pro- 
posed to his future wife, the decedent 
executed the will in question, and the 
intended wife left for Reno to establish 
residence to divorce’ her then husband. 
The day the divorce was granted the 
testator and his legatee were married. 

HELD: The will is valid, in spite of 
a statute that provides that “marriage 
by the testator shall be deemed a revo- 
cation of any will executed by the testa- 
tor prior to the date of the marriage.” 
(Ill. Rev. Stat. 1953, Chap. 3, par. 197.) 
Prior decisions which had restricted this 
exception to the statute to cases in which 
the anticipated marriage was mentioned 
in the will were expressly overruled. * 
There is no “logical reason” to distin- g 
guish between clear evidence of an in- 
tended marriage contained in the will 
and similarly clear evidence gathered 
from outside the will. 


SPOUSE’S RIGHTS — One Spouse can 
Transfer Personal Property During 
Lifetime to Prevent Other from 
Acquiring It — Revocable Trust 
Not Testamentary 

Massachusetts—Supreme Judicial Court 


Ascher v. Cohen, 1956 A.S. 1; Jan. 3, 1956. 


Petition under G. L. 203, §5, to recover 
for the estate of petitioner’s wife, Mar- 
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ion, shares of stock which the respon- 
dents were holding as trustees under a 
trust created by Marion. Marion’s ad- 
ministrator c.t.a. refused to bring the 
action, so the husband brought it under 
the above statute. Marion’s husband by 
a prior marriage had established the 
business, which she had carried on after 
his death with the aid of their son. She 
married the petitioner some years later. 


Shortly before her death, desiring to 
put her property beyond her husband’s 
reach and without his knowledge or that 
of the children, she created a trust with 
herself and a friend as trustees and 
transferred the stock to the trust. The 
trustees were to pay her the income and 
as much of the principal as she might 
request. She reserved the right to re- 
voke, alter or amend the trust. After her 
death the principal was ultimately to be 
distributed among her children. 


HELD: The trust was valid. One 
spouse may dispose of his personal prop- 
erty during his lifetime without the 
knowledge or consent of the other, even 
for the purpose of preventing the other 
from acquiring it. The powers reserved 
by the settlor in this trust did not make 
it testamentary, 


TAXATION — Estate & Inheritance — 
Formula for Computing Credit for 
Previously Taxed Property under 
State Law 


Colorado—Supreme Court 


In the Matter of the Estate of Liebhardt v. 
Tasher, decided Dec. 5, 1955. 


The Colorado inheritance tax law pro- 
vides that if a transfer subject to inheri- 
tance tax includes property upon the 
transfer of which to the present trans- 
feror a tax was within three years im- 
posed by this state and paid, credit on 
account of such tax shall be allowed 
against the tax imposed with respect to 
the present transfer, not to exceed the 
amount of tax imposed and paid with 
respect to such property on the present 
transfer. The inheritance tax commis- 
sioner by rule adopted a formula which 
(1) based the credit in the subsequent 
estate upon that valuation of the asset 





as it was taxed in the preceding estate, 
so that any increments in value would 
be subject to full tax in the second 
estate, (2) reduced the exemption and 
deductions in the second estate by that 
proportionate amount which the property 
previously taxed bore to the total estate 
in the second estate. The tax computed on 
this formula was protested by the estate. 
The commissioner was upheld in the 
County Court. 


HELD: Reversed. The statute as writ- 
ten was clear and did not need any rule 
or regulation to interpret it. The inher- 
itance tax commissioner was, therefore, 
without authority to adopt the regula- 
tion. If the tax imposed upon the actual 
property itself at the average rate in the 
second estate exceeds the tax imposed on 
the actual item of property itself in the 
first estate, full credit for the property 
in the second estate will be given. The 
full amount of all deductions and exemp- 
tions must be allowed in the second estate 
against the property not previously 
taxed, and these amounts may not be 
proportionately reduced as the commis- 
sioner attempted to reduce them in this 
case, 


TAXATION — Estate and Inheritance 
— Reimbursement from Benefici- 
ary Where Estate Insufficient to 
Pay Taxes 


New Jersey—Superior Court 
Kapnek v. Kapnek, 118 A. 2d 701. 


Decedent directed that all estate, in- 
heritance and succession taxes should be 
paid out of the principal of his estate. 
The net balance in the estate, after 
allowance for debts, was $42,577. Taxes 
totalled in excess of $70,000 by virtue 
of the fact that proceeds of life insur- 
ance policies amounting to $78,042, prop- 
erty transferred in contemplation of 
death, and the corpus of an inter vivos 
trust were included in the estate for 
tax purposes. These latter items were 
valued at $194,500 Action was brought 
by the executors and trustees to recover 
from the beneficiaries of the life insur- 
ance proceeds and of the transferred 
property that proportion of the tax rep- 
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resented by inclusion of the assets in 
each category. 


HELD: For plaintiffs. Controlling 
consideration in determining reimburse- 
ment for taxes paid in connection with 
estate is intent of testator. Here, testa- 
tor intended that all taxes be paid out 
of principal of his estate, if possible. 
Inasmuch as estate was insufficient to 
pay total taxes due, testator intended 
that certain taxes be paid out of resi- 
due of estate and others be charged 
to property in respect to which they 
were levied. 


Trusts — Life Insurance — Revoc- 
able Trust Testamentary When 
Beneficiaries’ Interests Depend 
Upon Whether Insured Left Will 
and Widow Renounced 


Virginia—Supreme Court of Appeals 

Bickers v. Shenandoah National Bank, 197 Va. 

145, 88 S.E. 2d 889, rehearing denied with 

supplemental opinion 90 S.E. 2d 865. 

Bickers executed a life insurance trust 
agreement with the bank as trustee, un- 
der which he made certain insurance poli- 
cies upon his life payable to it. He re- 
served the right to revoke the trust and 
to withdraw therefrom any policies then 
subject to the agreement, and the agree- 
ment stated that until his death the only 
right of the trustee was to hold the 
policies in safekeeping until and unless 
they were withdrawn by him. 
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The agreement provided that upon 
Bickers’ death the trustee was to collect 
the insurance proceeds. If Bickers’ wife 
survived him and renounced his will, the 
trustee was to divide these proceeds into 
four equal parts and deliver one part to 
each of two daughters and hold the other 
two parts in trust for two other daugh- 
ters. However, if Bickers’ wife survived 
him but did not renounce the will, the 
trustee was to divide the proceeds into 
five equal parts and deliver one part to 
the widow and one part to each of two 
daughters and hold the other two parts 
in trust for two other daughters. The 
trusts for the two daughters were set 
out in detail in the agreement. No pro- 
vision was made in the agreement for 
the disposition of the proceeds if Bickers 
died intestate. 


On the same date as that of the above 
agreement, Bickers executed his will be- 
queathing $10,000 to one daughter and 
his tangibles, other than his piano, to 
his wife and four daughters equally. The 
residue of his estate was to be divided 
into five parts, one part going to his 
wife “in lieu of her dower and marital 
claims,” one part to each of the two 
daughters, and the other two parts upon 
specified trusts for two other daughters. 


Upon his death, his will was probated. 
His widow instituted suit against the 
trustees and the other beneficiaries under 
the insurance trust agreement claiming 
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(1) that the insurance trust was testa- 
mentary and (2) that it was in fraud of 
her marital rights. After the chancellor 
had sustained a demurrer to the bill of 
complaint, the widow filed an amended 
bill in which she abandoned her conten- 
tion that the trust was in fraud of her 
marital rights and rested her suit solely 
upon the contention that the trust 
was testamentary. A demurrer to the 
amended bill was sustained. She there- 
upon appealed only from the sustaining 
of the demurrer to the amended bill, 
maintaining that the trust was testa- 
mentary because of (a) the powers re- 
served by Bickers in the agreement and 
(b) the fact that no interest passed to 
anyone prior to Bickers’ death. 


HELD: The insurance trust was testa- 
mentary and, not being executed as re- 
quired by the Virginia statute of wills, 
failed. (Three out of seven Justices dis- 
sented.) 


The true test to be applied was whether 
the settlor intended that a present in- 
terest passed from him to the trustee 
for named beneficiaries upon the execu- 
tion of the instrument. The Court men- 
tioned that the statement in the trust 
agreement that during Bickers’ lifetime 
the trustee’s only rights in the trust and 
the policies were to hold them in safe- 
keeping showed his intent that no inter- 
est was to pass during his lifetime. How- 
ever, it apparently rested its holding up- 
on the proposition that, inasmuch as the 
interests of the beneficiaries under the 
trust agreement were dependent upon 
whether the insured left a valid will 
when he died, no interest in praesenti 
passed prior to his death and therefore 
the trust agreement was testamentary 
in character. But it did not clearly dis- 
pose of the widow’s contention that the 
powers reserved by the insured rendered 
the agreement testamentary. 

In an able dissenting opinion, Whittle, 
J., forcefully refuted the widow’s argu- 
ment that the powers reserved by the 
insured rendered the trust testamentary. 
He also contended that alternative con- 
tingent limitations passed to the widow 
and the four daughters upon the delivery 





of the trust agreement, that these were 
present interests passing prior to the 
insured’s death, that this prevented the 
trust from being testamentary in char- 
acter, and that the fact that the insured 
did not provide for disposition of the 
insurance proceeds should he leave no 
will did not make the trust agreement 
testamentary. 


Petition for rehearing was denied, with 
the three dissenting Justices adhering to 
their earlier view. The Justice rendering 
the majority opinion filed a supplemental 
opinion, in which he stated that the in- 
firmity in the trust was not “due to its 
revocability” but was “due to the maker’s 
expressed intent and dominant purpose 
that it not be effective until his death, 
and then only if he left a valid will.” 


WILLS Construction Clause 
Forfeiting Legacy for Contesting 
Validity of Will — Estoppel to 
Take Contrary Later Position to 
That Successfully Taken in an Ear- 
lier Trial 


Massachusetts—Supreme Judicial Court 


Gordon v. Lewitzky, 1955 A.S. 1179; Dec. 28, 
1955. 


In Gordon v. Gordon, 332 Mass. 197 
(April 1955 T&E, p. 370), four of the 
five daughters of Joseph Gordon peti- 
tioned to have the share of their brother 
Harold forfeited because he had mar- 
ried a woman not born in the Hebrew 
faith in violation of a condition in the 
will. The petition prayed that Harold’s 
share be vested in his five sisters, and 
the court so decreed. The fifth sister, 
Sarah, the respondent in this case, joined 
with her brother in arguing that the 
condition as to marriage was void. 


The present petition was for a binding 
declaration that Sarah had also forfeited 
her interest by contesting the validity 
of the will in violation of another clause 
in the will forfeiting the interest of any 
beneficiary who contested the validity of 
the will. 


HELD: Petition dismissed. In their 
original petition the petitioners sought 
the exclusion of Harold and the division 
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of his share among the five daughters. 





There was an extensive hearing during 
which Sarah took the side of her brother. 
No attempt was made by the petitioner to 
amend the prayer which sought division 
among the five. Accordingly they were 
estopped from making the claim now. 


Witts — Construction — Remain- 
ders Vested at Death of Life Ten- 
ant 


Indiana—Appellate Court 

Spence v. Second National Bank, 130 N.E. 2d 

667. 

Louisa Kimmel died in 1922. Item 
Four of her will provided that at the 
death of the her son, Arthur, all the 
property devised and bequeathed to him 
by a previous clause, which may not 
have been used for his proper care and 
keeping, should be divided in the follow- 
ing manner: one-fourth to Savannah 
Hiser; one-twelfth to Goldie Derrick- 
son; and two-thirds to the brothers and 
sisters of her deceased husband “who 
may be living at the time of the death 
of my said son, and to the children of 
any of the brothers and sisters of my 
said husband who may have died prior 
to the death of my said son.” 


Arthur died in 1951. It was stipulated 
that all nine of the brothers and sisters 
of testatrix’s husband predeceased testa- 
trix. Seven of them left children surviv- 
ing the testatrix while only four of the 
children of the brothers and sisters of 
the testatrix’s husband were alive at 
the death of Arthur. These four children 
filed a suit for the construction of Item 
Four. 


The lower court held that the vesting 
of the estate was contingent upon the 
death of the testatrix’s son, and, there- 
fore, vested in the four children of 
testatrix’s husband’s brothers and sis- 
ters who were living at the son’s death. 


HELD: Affirmed. Unless a different 
intention is manifested in a will, the 
word “children” properly includes only 
the immediate descendants of the per- 
son named and does not, as a rule, apply 
to grandchildren or issue generally. The 


—_—— 





time for the vesting of the estate, as 
fixed by the testatrix, was the date of 
the death of her son. The will placed a 
limitation on the vesting and distribution 
upon brothers and sisters “living” and 
the “children” of those who were not liv- 
ing at said time. The testatrix used 
the word “children” and not the words 
“heirs” or “descendants.” The grandchil- 
dren, therefore, were not included. 


WILLs — Construction — Trust In- 
effective Where Beneficiary is Over 
Stated Age and Gift Fails 


Maine—Supreme Judicial Court 
Barnard v. Linekin, 118 A. 2d 327 


Two grandparents made wills contain- 
ing similar clauses including trusts for 
their grandson. It was provided first that 
the trust provisions did not become ef- 
fective unless the grandson survived the 
testator and second that the trust pro- 
visions became effective if the grandson 
was under twenty-five at the testator’s 
death. The grandson survived and was 
one month and a few days older than 
twenty-five when his grandfather died. 


HELD: In view of the grandson’s age 
at the testator’s death the trust did not 
take effect and the gift to the grandson 
failed. The Court remarked on the in- 
equitable result but commented that “We 
must find the intention of the testator 
from the words of the will. We cannot 
re-write the will for the testator. He 
had the lawful right to make the gift 
to his grandson dependent upon the trust 
becoming effective.” 


WILLS Probate Instrument 
Whose Major Dispositive Provis- 
ions are Inoperative is Not Entitled 
to Probate 


Oklahoma—Supreme Court 


Arment v. Shriners Crippled Childrens Hospi- 
tals, 27 O.B.A.J. 331. (Decided Feb. 14, 1956.) 
(Former opinion under style In re Bewley’s Es- 
tate, superseded.) 

The facts are stated in the digest of 
the former opinion at page 176 of the 
February 1956 issue. The probate court 
had held the will void on the ground 
that all but one of its provisions was 
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inoperative. The District Court vacated 
the order of the probate court and upheld 
the will as to the one operative portion 
of the devise to the hospital. 


HELD: Reversed. 


(1) In view of the failure of all of 
the provisions of testator’s will with the 
exception of a portion of one (the one 
here in question) and in view of the 
fact that to uphold said portion would 
have the effect of benefiting a stranger, 
and not testator’s daughter (plaintiff), 
testator’s plan, purpose and intent to 
benefit plaintiff substantially would be 
violated by upholding the will. 


(2) It was apparent from the lan- 
guage of the will that testator intended 
that one-half of his estate should benefit 
his widow for life, remainder to the 
Crippled Childrens Hospital, and _ the 
other one-half should benefit other named 
beneficiaries, including plaintiff. Under 
these circumstances, the total failure of 
the devise of the latter one-half would 
frustrate testator’s intent and work in- 
justice as to plaintiff if the will were 
allowed to stand. 


(3) Plaintiff was not estopped to at- 
tack the will on distribution by dis- 
missal of her earlier attack at the time 
of the admission of the same to probate. 
The only issue was the factum of the 
will, and not its efficacy in passing 
property to the named beneficiaries. 
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ROSTER OF TRUST INSTITUTIONS 


The Banks and Trust Companies listed herein and the other fiduciaries who are represented in our other issucs 
(see Dec. °55 Index) have, by their advertising, made possible the development of a strong and independent Press for 
recording and promoting fiduciary progress. (Italics indicate display advertisers in this issue, at page shown.) 





ALABAMA 





COLORADO 





First National Bank 
of Mobile 


Alabama’s Oldest Bank 
H. E. Coale, Vice President & Trust Officer 





First National Bank of Montgomery 
ARIZONA 








Valley National Bank, Phoenix 
ARKANSAS 








Union National Bank 
of Little Rock 


Resources $81,465,280 
J. H. Bowen, Vice President & Trust Officer 





CALIFORNIA 
Beverly Hills National Bank & Trust Co. 
Beverly Hills, California 
G. J. Brooks, Senior Vice President 


J. R. Pattillo, Jr.. Vice President & Trust Officer 








California Bank, Los Angeles 
Citizens National Trust & Savings Bank, Los Angeles 
Security-First National Bank, Los Angeles __..................--.- 265 





“One of the nation’s oldest and largest title insurers” 
Security Title Insurance Company 
Home Office: Los Angeles 


Title Insurance e@ Escrows e@ Land Trusts 
Herbert W. Kalmbach, Secretary and Trust Officer 





Title Insurance & Trust Co., Los Angeles 





CITIZENS NATIONAL | ° |’, | BANK 


crVPee Pea e€e. CehrtE CEO Re AA 
Member Federal Deposit Insurance Corporation 


R. A. STEVES 
VICE PRESIDENT & TRUST OFFICER 


RESOURCES OVER $175,000,000 


20 OFFICES IN RIVERSIDE AND SAN BERNARDINO COUNTIES 





Pioneer Title Insurance & Trust Company 
San Bernardino 
Company Founded in 1875 
K. E. Marks, Vice President & Senior Trust Officer 





San Diego Trust & Savings Bank 
San Diego 


Resources $37,560,000 
E. D. Clapp, Vice President & Trust Officer 


Established 1889 





American Trust Co., San Francisco 
Crocker-Anglo National Bank, San Francisco _...Second Cover 
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The First National Bank of Colorado Springs, 
Colorado 
Established 1874 Resources $44,454,751.24 
Carl P. Mechling, Vice President & Trust Officer 





The American National Bank 


of Denver 


Trust DEPARTMENT 





Central Bank and Trust Company 
Denver 

Established 1892 

E. Martin Larsen, Vice President & Trust Officer 


Complete Trust Service 





CONNECTICUT 





The Connecticut National Bank 
Bridgeport 
Formerly “First National” 


FouNbDED 1806 





The Greenwich Trust Company 
Greenwich 
Established 1887 


Oldest Trust Company in Fairfield County 





Hartford National Bank & Trust Co. 
First National Bank & Trust Co., New Haven 





PERSONAL TrUsT DEPARTMENT 


The Second National Bank 
oF New HAveEN 
H. Wick Chambers, Jr. 


Vice President 





Union & New Haven Trust Co., New Haven 





The First National Bank & Trust Company 
Ridgefield 


James M. Doubleday, Vice President 
Frank E. Warner, Trust Officer 
Lea F. Brunetti, Assistant Trust Officer 





First-Stamford National Bank 
& Trust Company 
Stamford 


Gibbs Lyons, President 
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> First National Bank of Miami 











DELAWARE 
Equitable Security Trust Co., Wilmington ......................---- 293 
ORMOND HONE GOR oncnccccncnectnnccnenssaccenecenes atone 4 ee ors 226 





—_—_ 


DISTRICT OF COLUMBIA 














American Security & Trust Co. ...................-...--------- nee pe 268 
Mmanetis eneeemen Mr Pree’ Cs nna is cso ncaconncenncennce-ne 258 
FLORIDA 





—_— 


Broward National Bank of Fort Lauderdale 
Fort Lauderdale, Florida 


FLORIDA’S BANK of Complete Personalized Trust Service 
J. D. Camp, President 





Central Bank & Trust Co., Miami ...................................-- 268 





The Florida National Bank & Trust Company 


at Miami 


Established 1931 Resources $88,065,104.70 
John F. Lanigan, Vice President & Trust Officer 





Security Trust Company 
Miami 
Exclusively Trust Service 


First COMMON Trust FUND IN SOUTHERN FLORIDA 
Lindsey Hopkins, Chairman Osear F. Miller, President 





First National Bank in Palm Beach 
Established 1927 Resources $55,000,000 


Walter Don Cameron, Vice President & Trust Officer 





Union Trust Company 
St. Petersburg, Florida 
COMPLETE TRUST SERVICE 


Robert W. Cohoe 
Vice President & Trust Officer 





Palmer 
First National Bank and Trust Company 
of Sarasota 
Sarasota’s Oldest and Largest Bank 
R. C. Hinze, Vice President & Trust Officer 





Sarasota Bank and Trust Company 
Sarasota, Florida 


“The Friendly Bank” Resources $15,632,827.08 
Ira H. White, Trust Officer 





The First National Bank 
of Tampa 
Florida’s Oldest National Bank 


M. B. Sessions, Vice President & Trust Officer 
W. H. Woltman, Assistant Trust Officer 








The Exchange National Bank 
of Tampa 


Serving Florida’s West Coast 
Complete Trust Services Since 1925 


Atlantic National Bank 
of West Palm Beach 
Established 1929 Resources $39,922,762.21 
A. B. Rittenour, Vice President & Trust Officer 





Exchange National Bank 
of Winter Haven, Florida 


Trust Service for Central Florida 


L. B. Anderson, President & Trust Officer 





GEORGIA 
Falton National Gimwlk,  AiamIe oo... on. i. cnc. enencceoncscserensenen 292 








Georgia Railroad Bank 
& Trust Company 
Augusta 


Established 1833 
J. Marion Adams, Vice President & Trust Officer 


HAWAII 








Cooke Trust Company, Limited 
Honolulu 
General Trust and Agency Services 


Property Management — Stock Brokerage 
Real Estate — Insurance 





IDAHO 
The Idaho First National Bank 
Boise 
Serving Idaho Through 28 Offices 
J. R. Field, Vice President & Trust Officer 








ILLINOIS 





Peoples Bank of Bloomington 
Bloomington, [llinois 
Trust Department Established 1900 


Farm Management Services 


Established 1869 





Continental Illinois National Bank & Trust Co., Chicago .. 263 


Lake Shore National Bank 
Chicago 


Joseph R. Frey, President 
H. E. Devereaux, Vice President & Trust Officer 
C. L. Richardson — C. F. Harding, III 
Assistant Vice President & Trust Officers 








The Millikin Trust Company 


Decatur, Illinois 


Acts Only in Fiduciary Capacities 
Established 1915 








1956 












Oak Park Trust & Savings Bank 
Oak Park, Illinois 
Established 1892 


Ellis H. Denney, President 
Gladys W. Finkle, Vice President & Trust Officer 





Illinois National Bank & Trust Company 
Rockford 


Total Resources $80,685,554 


Eugene Abegg, President 
Chester R. Wellman, Trust Officer 





Champaign County Bank & 
Trust Company 


Urbana 


Champaign County's Only Trust Department 





KANSAS 





The Commercial National Bank 
of Kansas City 


Kansas City, Kansas 


T. C. Hurst, Trust Officer 





Security National Bank 


of Kansas City 
Resources $41,107,130.36 


Maurice L. Breidenthal, President & Trust Officer 





The Central National Bank & Trust Company 
of Topeka 


Topeka, Kansas 


Established 1882 Resources $38,000,000 
Perry Pitcher, Trust Officer 





The Fourth National Bank 


Wichita, Kansas 
Kansas’ Largest Bank 


Jack W. Shane, Vice President & Trust Officer 





KENTUCKY 





First National Bank and Trust Company 
Lexington’s Oldest and Largest Bank 


Bank Resources over $50,000,000 


J. C. Nichols, President 
Edwin V. Mack, Vice President & Trust Officer 





Security Trust Company 


Lexington 


Dependable Executor and Trustee Service in the 


Blue Grass Country of Kentucky since 1886 





Citizens Fidelity Bank & Trust Co., Louisville 





MAINE 





Eastern Trust and Banking Company 
Bangor 


Established 1887 Trust Dept. $14,700,000 


Karl R. Philbrick, Vice President & Trust Officer 





MARYLAND 
Fidelity-Baltimore National Bank & Trust Co. _._......... 210 
First National Bank, Baltimore _............................--.--- w:., 2a 
Maryland Trust Co., Baltimore . 
Mercantile-Safe Deposit & Trust Co., Baltimore 








Union Trust Company of Maryland 
Baltimore 
Resources $236,492,553 
Charles W. Hoff, President 
Trust Department: 
F. P. Storm, Vice President — E. L. Poyner, Vice President 


Established 1795 





The Second National Bank 


of Cumberland 
Established 1865 


Joseph M. Naughton, President 





Suburban Trust Company 
Hyattsville — Silver Spring 

$108.846,850 

Lawrence W. Gunther, Trust Officer 


Bank Resources: 





MASSACHUSETTS 





Boston Safe Deposit & Trust Co., Boston 
Fiduciary Trust Co., Boston ._... 

Merchants National Bank, Boston 
Second Bank-State Street Trust Co.. Boston 





The Brockton National Bank 


Brockton 


Established 1880 Resources $26,771.886 


Reginald T. Cole, President 
Charles S. Hyde, Jr., Vice President & Trust Officer 





The Home National Bank of Brockton 
Brockton, Massachusetts 


Established 1874 Resources $26,000,000 


Wayne E. Clark, President 
William A. Favor, Trust Officer 





Cambridge Trust Company 
Cambridge, Massachusetts 


George A. Macomber, President 
Paul G. Laffoley, Vice President & Trust Officer 
Carl A. Friberg, Trust Officer 





Harvard Trust Co., Cambridge 





The Malden Trust Company 
Malden, Massachusetts 


Established 1896 Resources $25,900,000 


Harold E. MacInnis, Vice President & Trust Officer 
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Granite Trust Company 

Quincy 
Established 1836 Resources $39,965,747 
William J. Griffin, Vice President & Trust Officer 





Worcester County Trust Co, .................---------.------- ee 286 


MICHIGAN 








Farmers and Merchants National Bank 
Benton Harbor, Michigan 


Serving Southwestern Michigan 


In All Fiduciary Capacities 


City Bank 
Detroit, Michigan 
Resources $96,000,000 
John H. French, Jr., President 
COMPLETE MODERN TRUST SERVICE 
Lewis Brooke, Vice President & Trust Officer 








Detroit Wabeek Bank & Trust Co. .... 234 
Manufacturers National Bank, Detroit a 
Vational Bank of Detroit ...................-....- tea aS ace cash eh tk Ss 289 





City Bank & Trust Company 
Jackson 
Established 1848 Resources $65,194,000 
C. R. Miller, Vice President & Trust Officer 





|The First National Bank & Trust Company 





of Kalamazoo 
Continuous Banking Service for 92 Years 


John D. Wilcox, Vice President & Trust Officer 





MINNESOTA 





First & American National Bank 
of Duluth 
Established 1879 Trust Assets over $50,000,000 
William M. Reynolds, Vice President & Trust Officer 
affiliated with The NORTHWEST BANCORPORATION 


Tower Grove Bank and Trust Company 
St. Louis, Missouri 


Resources $81,000,000 
William A. Gauvin, Vice President & Trust Officer 





NEBRASKA 





.* o 
The Continental National Bank 
of Lincoln 
Trust Department Established August 9, 1929 
Resources $39,332,257 Trust Assets $13,000,000 
A. W. Griffin, Executive Vice President 
Howard Hadley, Vice President & Trust Officer 
Donald J. Mathes, Trust Officer 
Donald R. Johnson, Manager Real Estate Dept. 





The First Trust Company 


of Lincoln, Nebraska 


E. N. Thompson, President 
John C. Whitten, Vice President & Trust Officer 





First National Bank 
of Omaha 
Nationalized 1863 


W. E. Spear, Trust Officer 
H. J. Young, Assistant Trust Officer 





NEVADA 





First National Bank of Nevada, Reno 
NEW HAMPSHIRE 


Indian Head National Bank 
of Nashua 


Established 1851 Resources $19,442,092 
Clarence E. Whitney, Vice President & Trust Officer 











NEW JERSEY 
Boardwalk National Bank 
Atlantic City 
Established 1907 Resources $73,740,207 
Walter E. Beyer, Vice President & Trust Officer 
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Camden Trust Co. 

















First National Bank of Minneapolis __...............................- 269 
MISSISSIPPI 
Deposit Guaranty Bank & Trust Co., Jackson _................... 261 








@ 
Veh, wnrromar BANK 
JACKSON, MIiSSItSSt*PPE 








The Howard Savings Institution 
Newark 


Ancillary Trust Services in New Jersey 


J. Wallace Scanlon, Vice President & Trust Officer 




















National State: Thermals, HOOT .. 50. ooicsic onc ccnccacccssiccssssstscses 295 . 
2 ae : Passaic-Clifton National Bank & 
« bee agaman, Jr. ° e 
Vice President & Trust Officer Trust Officer Trust Company 
Trust Funds over $38,000,000 
MISSOURI C. Walter Rice, Vice President & Trust Officer 
City News a George J. Hossenlopp, Vice President 
ult National Bank & Trust Co., Kansas City _.............. 269 John F. Sullivan, Assistant Trust Officer 
St Louis Union Trust (EE eek io eee ts 2 ee 267 George S. Fichtel, Assistant Trust Officer 
Security National Bank County Bank and Trust Company 
Savings & Trust Company Paterson - Passaic - Little Falls 
St. Louis Resources $111,000,000 
ee . C. Kenneth Fuller, Chairman of the Board 
Complete Individual and Corporate Trust Services Canetinis deadlines Winatainads 
Wesley L. Johnson, Vice President & Trust Officer John J. Devlin, Vice President & Trust Officer 
es 
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First National Bank & Trust Co., Paterson ................-------- 293 
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NEW YORK 


The National Commercial Bank and 
Trust Company of Albany 
Albany, New York 


Established 1825 
Resources $249,842,835.82 
Trust Department Assets $62,391,090.62 


The Meadow Brook National Bank 


of Freeport, Long Island 


Trust Dept., 74 Hempstead Ave., West Hempstead 
Established 1905 Resources $260,000,000 
Augustus B. Weller, President 
George D. Cherry, Vice President & Trust Officer 














EE ee Sees . 296 
eemuees wrest Co., New Yori _.-..........................2.c..2.-200es 183 
Brown Brothers Harriman & Co., New York ................---- 199 


Chase Manhattan Bank, New York 
City Bank Farmers Trust Co., New York 





Federation Bank & Trust Company 


461 Eighth Avenue, New York 1 
6 East 45th Street, New York 17 
41-84 Main Street, Flushing 
Total Resources — over $100,000,000 
Thomas J. Shanahan, President 
William Larsen, Vice President & Trust Officer 





Guaranty Trust Company of New York ___...............--..------ 177 
Dee BOMRE C0., ew TOP ..................;-..-.----.---2-nsceon-canenes 223 
Kings County Trust Co., Brooklyn ........ eee eee ee 274 
Sanmoder Trust Co., New York ..................-.:..-...---.-......-..- 250 





Sterling National Bank & Crust Company 


Joseph Pulvermacher, President 
William R. Yorkston, Trust Officer 





United States Trust Company of New York .....................- 271 





The National Bank & Trust Company 


of Norwich 
Organized 1856 
Trust Department Established 1918 





The First National Bank 
of Olean 


Harlow C. Carpenter 
Vice President and Trust Officer 





Central Trust Company 
Rochester 


Complete Trust Services 
Established 1888 Resources $80,000,000 
R. Reed George, Vice President & Trust Officer 











Lincoln Rochester Trust Co. ..................--....-...----2-----00-0------ 221 
Security Trust Co., Rochester ..............................-.------------ 233 





The Schenectady Trust Company 
Schenectady, New York 
“The Leading Community Bank” 


Resources over $80,000,000 
Wesley W. Taber, Vice President, Trust Department 










Lincoln National Bank & Trust Company 
of Syracuse 


Carl H. Maar, President 
James D. Heffernan, Sr. Vice President & Trust Office 





The Merchants National Bank 
& Trust Company of Syracuse 


Harry Barber, Vice President & Trust Officer 
James A. Close, Vice President & Investment Officer 
Kenneth Barton — William B. Ogden, III, Trust Offieers 
Douglas Cagwin, Assistant Trust Officer 
Harvey Peterman, Assistant Investment Officer 





The County Trust Company 
Main Office: White Plains 
38 Branch Offices 
Charles A. Briggs, II, Vice President & Trust Officer 





NORTH CAROLINA 





North Carolina’s Oldest Bank 
The Commercial National Bank 
Charlotte, N. C. 


Organized 1874 Resources $67,813,000 
J. P. Hobson, Senior Vice President & Senior Trust Officer 





The Union National Bank 


of Charlotte 
Established 1908 Resources $74,541,274.33 
Thomas Grant, Jr., Vice President & Senior Trust Officer 
Everett C. Stevenson, Vice President & Trust Officer 
Ernest B. Hunter, Jr.. Assistant Vice President & Trust Officer 





Trust DEPARTMENT 
Durham Bank & Trust Company 
Established 1903 
Frank D. Bozarth, Vice President & Trust Officer 





The Fidelity Bank 
Durham, N. C. 
Established 1888 
Ernest S. Booth, President 
A. R. Bennett, Vice President & Trust Officer 





Guilford National Bank 


of Greensboro 


W. L. Burns, President 
Claude L. Batkins, Vice President & Trust Officer 





Security National Bank 
Burlington GREENSBORO High Point 


Raleigh Tarboro Wilmington 


E. W. Carr, Vice President & Trust Officer 





Peoples Bank & Trust Company 
Rocky Mount, N. C. 
William W. Shaw, President & Trust Officer 


Trust Officers: 
John A. Daughtridge — T. W. Harris — B. B. Townsend 
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1Pany First-Citizens Bank & Trust Co. 
Smithfield, N. C. 
Established 1898 Resources $248,437,293 
; Trust Department, Raleigh 
t Office Thomas G. Chapman, Vice President & Trust Officer 





OHIO 





First National Bank 
of Canton 
Established 1863 Resources $58,509,566. 12 
H. M. Carle, Vice President & Trust Officer 





ifth Third Union Trust Co., Cincinnati _................... ... 246 





) The Provident Savings Bank & Trust Co. 








¢ Cincinnati, Ohio 
flicer FF 
— Frank J. Van Lahr, President 
Julius W. Reif, Vice President & Trust Officer 
Huntington National Bank, Columbus ._.._........................- 192 
Ohio National Bank of Columbus ........................----.------- 261 
Ohio Citizens Trust Company 
0 Toledo 
Serving the Progressive Toledo Area 
Willard I. Webb, Jr., President 
Thomas H. Kiley, Vice President & Trust Officer 





IE IE MI, on si.<5ssiicisinsaposesntons.. nics ocsihetidenn ascamiemeihdeineen ete 228 





OKLAHOMA 








National Bank of Tulsa 
aa Tulsa, Oklahoma 











g “The Oil Bank of America” 

4 Roy M. Huff, Vice President & Trust Officer 
cer ; 

‘ PENNSYLVANIA 

' The Bryn Mawr Trust Co. 

4 Bryn Mawr, Pa. 

4 Established 1889 Resources $35,000,000 

DeHaven Develin William A. Draper 

4 President Vice President & Trust Officer 
r fe “The Main Line’s Own Bank” 





Security-Peoples Trust Company 
Erie 
Established 1903 
i Bank Resources $69,105,606 Trust Resources $19,038,690 
r Carl L. Holder, Vice President & Trust Officer 


ee 








First National Bank in Greensburg 
Greensburg, Pennsylvania 


Dauphin Deposit Trust Company 
Harrisburg, Pennsylvania 


Established 1835 Resources $63,613,985.38 
Trust Funds $56,889,654.33 
Corporate Trusts $28,926,000.00 





Fidelity-Philadelphia Trust Co. _............-----...-.scessccosccosseese 270 
First Pennsylvania Banking & Trust Co., Philadelphia .... 208 
Girard Trust Corn Exchange Bank, Philadelphia -........... 222 
Liberty Real Estate Bank & Trust Co., Philadelphia ........ 248 
Provident Trust Co., Philadelphia __.._.........-............-...------- 246 





Potter Bank & Trust Company 
Grant Street at Fifth and Diamond 
Pittsburgh 
Established 1902 Resources $54,941,994.68 
John M. Duff, Vice President & Trust Officer 





RHODE ISLAND 
Rhode Island Hospital Trust Co., Providence ................---- 191 
SOUTH CAROLINA 


The South Carolina National Bank 
of Charleston 


Trust DEPARTMENTS AT 
Greenville 











Charleston - Columbia - 
“The oldest and largest Bank in South Carolina” 














TENNESSEE 
Fidelity-Bankers Trust Co., Knoxville -.........................------ 296 
Third National Bank, Nashville ...._.................-..--.------------++ 295 
TEXAS 
First National Bank Dallas -.....-.... Fe ccke cashout ehenaesoearael 277 
Republic National Bank, Dallas ...............................----+-- 242 
Fort Worth National Bank ..............- Se Re ee oe 215 





Hutchings-Sealy National Bank 
of Galveston 
Established 1854 
Thomas W. Lain, Vice President & Trust Officer 





Bank of the Southwest, N.A., Houston ................-...--..------ 225 
National Bank of Commerce, Houston ......- sicBecmanites eaaceh tee 253 





San Angelo National Bank 


San Angelo 
Established 1884 Resources $26,324,483 
Lewel J. Alexander, Vice President & Trust Officer 





San Antonio Loan & Trust Co. 
San Antonio 


Established 1892 Resources $15,642,000 











t é 
2 a Paul S. Bair, President F. J. Oppenheimer, President 
J. Regis Walthour, Vice President & Trust Officer 
— UTAH 
Capital Bank and Trust Company The Continental Bank & Trust Company 
Harrisburg, Pennsylvania Salt Lake City 
Established 1935 Individual Trusts $15,023,329 Walter E. Cosgriff, President 
J. C. Warner, Jr., President William L. O’Meara, Vice President & Trust Officer 
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VERMONT 





Proctor Trust Company 


Poultney - Proctor 


Vermont 


Personal Trusts Invited 





VIRGINIA 








Mountain Trust Bank 


of Roanoke 
Banking Resources $30,000,000 


“A name you can Bank on” 





WASHINGTON 





National Bank of Commerce, Seattle -_..................--..-..-.... 279 
Seattle-First National Bank 





Citizens Bank & Trust Company 
Charlottesville, Va. 


Trust Resources approximately $6,000,000 
Alexander J. V. Thelen, Trust Officer 





The First National Bank 


of Danville 
Established 1872 Resources $25,900,000 
Landon C. Horne, Vice President & Trust Officer 





The Seaboard Citizens National Bank 
of Norfolk 


Norfolk, Virginia 


Established 1867 Resources $69,000,000 
Leighton P. Roper, Trust Officer 





Southern Bank of Norfolk 
Norfolk, Virginia 


Resources over $27,000,000 
Nathaniel Beaman, III, Vice President & Trust Officer 





First and Merchants National Bank, Richmond ................ 272 
Virginia Tract Co., Richmond .................................-......... 292 





Seattle Trust & Savings Bank 
Seattle 


Complete Trust Service since 1905 


Henry H. Judson, Vice President & Trust Officer 





WEST VIRGINIA 


TRUST SERVICE 
has been an important part of our busines 


for more than Fifty Years 


Union Trust & Deposit Company 
Parkersburg, W. Va. 
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WISCONSIN 





First Wisconsin Trust Co., Milwaukee 





Wisconsin Valley Trust Company + 


Wausau 
Offering a complete trust service for over 50 years 


Resources $22,969,836.00 





CANADA 





Canada Trust Co., London, Ont. 
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DEALERS IN 
State, Muncpal and Public Housing 


Avency Bonds and Notes 
geiley 


in fiduciary capacities a well rounded service 


the personal attention of experienced officers. 
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The Chase Manhattan offers trust officers and others acting 


in this type of investment. Inquiries will receive 


Bond Department 
THE 


CHASE MANHATTAN 


BANK 


Head Office: 18 Pine Street, New York 15 


Member Federal Deposit Insurance Corporation 





IU 


~ with all forms of insurance. . 


7 








Attorneys: His knowledge can help your Clients! 


He is a Connecticut General representative 

. and many attorneys find his help invalu- 
able in the preparation of sound estate plans 
for their clients. : 


Why? For one thing he is thoroughly familiar 
. SO important in 
any estate plan. For another thing he is spec- 
ially trained in estate planning and in working 


' with attorneys, trust officers and accountants. 


So get in touch with him. You, too, will find 
his knowledge and experience can save you 
time and work .. . help you better serve 
your clients. Or write us. Connecticut General 
Life Insurance Company, Hartford. 


LIFE... ACCIDENT... HEALTH 
Group INSURANCE AND PENSION PLANS 
Pension T'RwusTS...-ANNUITIES 


Connecticut General 
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